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PRESIDENT  CLINTON'S  COMMUNITY  REIN- 
VESTMENT ACT  REFORM  INITIATIVE  AND 
ENFORCEMENT  OF  FEDERAL  FAIR  LENDING 
LAWS 


THURSDAY,  OCTOBER  21,  1993 

House  of  Representatives, 
Subcommittee  on  Consumer  Credit  and  Insurance, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:10  a.m.,  in  room 
2128,  Rayburn  House  Office  Building,  Hon.  Joseph  P.  Kennedy 
[chairman  of  the  subcommittee]  presiding. 

Present:  Chairman  Kennedy,  Representatives  LaRocco, 
Gutierrez,  Roybal-Allard,  Barrett,  Furse,  Velazquez,  Wynn,  Flake, 
Waters,  Castle,  Linder,  and  Knollenberg. 

Chairman  Kennedy.  The  subcommittee  will  please  come  to 
order, 

I  would  like  to  ask  a  couple  of  folks  in  the  back  if  you  would  not 
mind  closing  the  doors  in  tne  back  of  the  room  so  we  can  keep  the 
racket  down  a  little  bit,  please. 

This  morning  the  subcommittee  holds  an  important  hearing  on 
the  enforcement  of  the  Community  Reinvestment  Act  and  the  fair 
lending  laws.  These  laws  have  been  on  the  books  for  close  to  two 
decades  or  more,  yet  as  well  intended  and  well  written  as  they  are, 
discrimination  and  disinvestment  continue  to  be  an  ongoing  tact  of 
life  in  communities  across  the  country.  These  twin  wrongs  have 
caused  a  tragic  loss  of  hope  in  affected  communities  and  represent 
a  daily  embarrassment  to  our  Nation. 

The  facts  are  grim.  The  Home  Mortgage  Disclosure  Act  data 
demonstrates  that  minorities  are  rejected  two  to  three  times  as 
often  as  whites  with  the  same  income  when  they  apply  for  a  loan. 
Even  correcting  for  variables  such  as  debt-to-income  ratios  and 
credit  histories,  minorities  are  still  rejected  60  percent  more  than 
whites.  According  to  the  Federal  Reserve  Bank  of  Boston,  the  dis- 
parity between  whites  and  blacks  can  only  have  one  explanation: 
Discrimination. 

The  Justice  Department's  recent  prosecution  of  Decatur  Federal 
Savings  and  Loan  is  an  anatomy  lesson  in  lending  discrimination. 
Decatur  refused  to  open  branches  in  minority  areas.  It  excluded  76 
percent  of  black  neighborhoods  in  Atlanta  from  its  defined  service 
territory.  It  employed  few,  if  any,  blacks  in  key  mortgage  lending 
positions.  It  advertised  almost  solely  in  Atlanta's  white  neighbor- 

(1) 


hoods  and  committed  acts  of  discrimination  against  no  less  than  48 
minority  appHcants. 

Is  Decatur  a  pariah  amongst  lenders  or  an  aberration?  According 
to  Associate  Attorney  General  Webster  Hubbell,  who  is  with  us 
today,  Decatur  may  just  be  the  tip  of  the  iceberg. 

A  new  study  demonstrates  that  as  bad  a  job  as  federally  insured 
lenders  are  doing  in  working  class  and  minority  communities, 
noninsured  mortgage  banks  are  doing  worse.  The  author  of  that 
study,  Jonathan  Brown,  is  also  with  us  today,  and  suffice  it  to  say 
a  huge  and  growing  segment  of  the  mortgage  lending  industry  is 
apparently  redlining  with  near  total  impunity. 

Our  cities  are  burning  with  despair  and  frustration  and  yet  no 
one  seems  to  be  reaching  for  the  fire  extinguisher.  Secretary 
Cisneros  and  Comptroller  Ludwig  have  initiated  bold  and  creative 
efforts  to  wake  their  agencies  from  their  regulatory  slumber.  They 
deserve  our  recognition  and  encouragement.  However,  on  the 
whole,  the  agencies  most  responsible  for  combating  disinvestment 
and  discrimination  have  failed  to  do  their  job. 

CRA  evaluations  continue  to  be  little  more  than  sophisticated 
rubber  stamps.  In  the  last  10  years,  the  Federal  Reserve  has  taken 
action  against  just  one  lender  for  discrimination.  Furthermore,  it 
has  referred  lust  one  fair  housing  complaint  to  the  Justice  Depart- 
ment and  only  nine  to  HUD.  As  for  the  FDIC,  in  the  last  3  years, 
it  has  found  only  one  racial  violation  of  the  Fair  Housing  Act  and 
the  Equal  Credit  Opportunity  Act. 

If  we  have  any  hope  of  making  the  words  "equal  opportunity" 
mean  anything  in  this  country,  then  we  must  do  more  to  enforce 
the  laws  meant  to  secure  it.  That  means  reforming  CRA  so  that 
performance,  not  paperwork,  becomes  a  standard  of  compliance.  It 
means  committing  examiners  and  resources  to  doing  the  tough,  but 
important  work,  of  investigating  fair  lending  violations.  It  means 
ensuring  that  mortgage  banks,  who  benefit  so  handsomely  fi^om  the 
government-created  secondary  mortgage  market,  serve  commu- 
nities regardless  of  the  race  or  income  of  its  residents.  It  also 
means  forging  meaningful  interagency  working  agreements  so  that 
the  unique  abilities  of  each  agency  can  be  used  to  get  the  job  done. 
Turf  battles  will  not  win  the  fight  against  discrimination;  only  co- 
operation will. 

For  far  too  long,  our  Nation  has  ignored  the  daily  injustices  in- 
curred by  Americans  in  search  of  a  mortgage,  a  business  loan,  or 
consumer  credit,  and  we  have  done  so  at  great  peril  and  to  our 
great  shame.  Eveiy  day  that  we  allow  these  wrongs  to  persist 
moves  us  further  rrom  being  a  society  where  all  can  rise  to  the 
level  of  their  talents. 

If  decent  housing  and  health  care  are  the  rights  to  which  all 
Americans  are  entitled,  then  they  should  so  be  entitled  to  equal  ac- 
cess to  credit  since  credit  is  just  as  important  to  achieving  a  secure 
and  meaningfiil  life  in  our  capitalist  system.  I  want  to  challenge  all 
of  us  to  work  together  to  ensure  that  no  one  is  denied  their  fair 
share  of  credit  £md  financial  services,  and  I  look  forward  to  hearing 
from  all  of  our  witnesses  as  to  how  this  goal  can  be  accomplished. 

Let  me  now  turn  to  Mr.  Knollenberg  for  an  opening  statement. 
Joe. 


Mr.  Knollenberg.  Thank  you,  Mr.  Chairman.  I  should  explain 
my  rapid  rise  to  this  level. 

Chairman  Kennedy.  You  might  enjoy  it,  Joe. 

Mr.  Knollenberg.  I  have  to  tell  you  this  is  momentary,  but  I 
am  here  in  place  of  Mr.  McCandless  to  make  an  opening  statement. 
It  will  be  very,  very  brief.  He  had  the  inability  to  be  here  this 
morning  because  he  has  a  scheduling  conflict  with  the  Government 
Operations  Committee  but  he  did  want  me  to  extend  to  those  that 
are  testifying  our  appreciation  for  your  doing  that  and  I  look  for- 
ward to  tnis  mornings  comments. 

We  have  four  very  distinguished  panels,  with  very  distinguished 
witnesses  and,  accordingly,  I  think  it  is  appropriate  that  I  keep  my 
remarks  to  a  bare  minimum.  I  know  all  members  are  sincerely  in- 
terested in  the  administration's  efforts  to  reform  the  Community 
Reinvestment  Act  and  with  its  efforts  to  enforce  fair  lending  laws. 

I  am  confident  that  today's  hearing  will  give  us  an  opportunity 
to  assess  the  administration's  progress  in  both  areas.  With  that, 
Mr.  Chairman,  I  will  turn,  I  yield  back  to  you.  Thank  you. 

Chairman  Kennedy.  Thank  you  very  much,  Joe.  Larry  LaRocco. 

Mr.  LaRocco.  Thank  you,  Mr.  Chairman. 

I  appreciate  the  fact  you  are  holding  this  hearing  and  I  will  stick 
with  my  no  opening  statement  policy  and  we  will  move  along  to  the 
panel. 

Chairman  Kennedy.  Thank  you  very  much.  Luis  Gutierrez. 

Mr.  Gutierrez.  Chairman  Kennedy,  I  want  to  welcome  our  wit- 
nesses to  the  hearing  today  and  extend  my  sincere  appreciation  to 
Secretary  Cisneros  for  his  willingness  to  appear  once  again  before 
this  subcommittee.  I  also  want  to  thank  Congpresswoman  Waters, 
who  has  worked  relentlessly  to  ensure  all  communities  have  equal 
access  to  credit. 

Reform  of  the  Community  Reinvestment  Act  and  implementation 
and  strict  enforcement  of  lending  laws  are  fundamental  if  we  as  a 
Congress  are  going  to  accomplish  our  larger  goals  of  housing  and 
business  development.  These  reforms  are  also  fundamental  to  the 
ability  of  low-  and  middle-income  families  to  accomplish  this  goal. 

As  I  have  said  repeatedly,  access  to  credit  is  critical  to  the  sur- 
vival and  development  of  my  community  and  to  communities  across 
this  Nation.  I  represent  a  constituency  for  which  America  rep- 
resents a  unique  and  exciting  opportunity,  an  opportunity  to  work 
for  decent  wages  and  live  freely,  but  also  an  opportunity  to  save 
money,  purchase  an  automobile  or  a  home. 

The  home  ownership  rate  among  various  Latino  populations  in 
this  country  averages  around  50  percent.  Families  represented  by 
this  number  are  working  hard  to  put  something  back  into  their 
community.  However,  this  number  also  represents  that  many  peo- 
ple still  cannot  secure  a  home  loan  or  open  a  savings  or  checking 
account. 

All  over  the  Fourth  Congressional  District  in  Illinois  there  are 
businesses  who  want  to  stand,  to  grow,  to  invest,  in  their  commu- 
nity, to  put  people  to  work  but  cannot  secure  the  credit  to  do  so. 

President  Clinton  outlined  his  goals  for  CRA  reform  and  now  the 
regulators  are  charged  with  the  tasks  of  implementing  his  goals  in 
an  effective  and  less  burdensome  manner.  I  am  encouraged  by  the 
diligence  and  interest  of  this  administration  and  am  appreciative 


for  the  opportunity  I  had  to  participate  in  the  hearing  held  in  Chi- 
cago by  banking  regulators. 

I  strongly  believe  this  Congress  has  the  responsibility  to  ensure 
that  all  constituents,  Chairman  Kennedy's  constituents,  Congress- 
woman  Waters'  constituents,  and  citizens  in  this  country  do  not 
feel  basic  services  are  beyond  their  reach  and  ensure  they  have  ac- 
cess free  of  discrimination  to  loans  to  purchase  a  home,  send  their 
kids  to  school,  or  simply  fix  the  roof. 

Neighborhoods  like  mine  cannot  survive  with  the  feeling  of  hope- 
lessness much  longer.  Essentially,  we  all  have  to  work  together  or 
it  will  take  the  willingness  of  Congress,  the  administration,  com- 
munity groups,  lending  institutions,  and  the  regulators  to  ensure 
the  Community  Reinvestment  Act  finally  achieves  its  goals  and  af- 
fords our  friends,  our  neighborhoods,  and  our  fellow  citizens  the 
same  opportunities  others  in  this  country  enjoy. 

Chairman  Kennedy  has  been  instrumental  in  this  effort  and  I 
want  to  thank  you  for  holding  this  hearing  and  look  forward  to  the 
testimony.  And  I  would  like  my  complete  opening  statement,  with- 
out objection,  to  be  entered  into  the  record,  Mr.  Chairman. 

Chairman  Kennedy.  Without  objection,  it  is  so  ordered. 

Luis,  I  want  to  very  much  thank  you  for  the  tremendous  con- 
tributions you  have  made  to  this  subcommittee  since  you  joined  it 
earlier  this  year.  This  is  an  issue  I  know  affects  you  and  your  dis- 
trict, and  we  look  forward  to  your  continuing  vigilance  in  this 
regard. 

[The  prepared  statement  of  Mr.  Gutierrez  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Nydia  Velazquez. 

Ms.  Velazquez.  Thank  you,  Mr.  Chairman.  And  congratulations 
to  you  and  your  staff  on  keeping  this  subcommittee  very  busy  on 
some  very  important  issues.  I  have  been  wondering  what  was  the 
motivation  behind  this  hurricane  of  hearings  and  markups,  and  I 
just  realized  why.  Mr.  Chairman,  is  it  possible  you  have  been  try- 
ing to  get  all  your  work  done  before  your  wedding  this  weekend? 

Congratulations  to  you  and  your  new  bride. 

Chairman  Kennedy.  Thank  you  very  much,  Nydia. 

Ms.  Velazquez.  I  know  we  have  a  long  list  of  witnesses,  so  I 
want  to  welcome  Secretary  Cisneros,  Mgixine  Waters,  and  Mr. 
Hubbell,  and  I  appreciate  your  joining  us  for  another  discussion  of 
CRA  and  how  we  can  improve  it  as  a  tool  for  empowering  our 
communities. 

Thank  you,  Mr.  Chairman. 

Chairman  Kennedy.  Thank  you,  Nydia,  and  thank  you  for  those 
kind  comments.  I  guess  you  will  have  to  keep  the  singles  caucus 
moving  in  the  Congress  there,  Nydia. 

Maxine,  did  I  say  the  wrong  thing  there,  dear?  Not  PC? 

Anyway,  I  want  to  very  much  welcome  our  first  witness.  Maxine 
Waters  has  done  more  to  stand  up  for  the  rights  of  poor  people  and 
people  of  color  in  this  country  than  probably  any  Member  of  Con- 
gress in  the  short  period  of  time  that  she  has  been  here,  and  I  very 
much  appreciate  having  you  on  this  subcommittee  and  sincerely 
look  forward  to  your  comments  and  continuing  to  work  with  you, 
Maxine.  Thank  you  very  much  for  coming  and  please  proceed. 


STATEMENT  OF  HON.  MAXINE  WATERS,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Ms.  Waters.  Thank  you  very  much,  Mr.  Chairman.  I  am  grateful 
to  be  here  today  to  testify  on  this  most  important  subject,  and  I 
sincerely  appreciate  the  leadership  that  you  are  providing  with  this 
subcommittee. 

I  am  delighted  about  your  interest  in  discrimination  and  trying 
to  make  this  country  a  fair  and  just  place  for  all  citizens,  and  I  love 
this  subcommittee  and  look  forward  to  working  with  you  for  many 
years  to  come. 

Our  community  investment  laws  are  outdated  but  the  time  may 
have  arrived  when  policymakers  are  ready  for  a  serious  look  at  re- 
vamping commimity  lending  laws  and  their  implementation.  I  do 
not  need  to  chronicle  the  problems  of  lending  in  low-income  and 
minority  neighborhoods  to  you,  Mr.  Chairman,  or  to  most  of  the 
members  of  tnis  subcommittee.  We  all  know  that  our  communities 
are  suffering  from  a  credit  famine,  boarded  up  houses,  minority 
business  people  who  cannot  expand  their  businesses  and  creating 
more  jobs  and  predatory  check-cashing  outlets  are  all  symptoms  of 
this  crisis.  Yet,  2  years  after  the  new  HMDA  data  was  released, 
Congress  still  has  not  taken  action. 

The  administration  is  to  be  commended  for  taking  up  CRA  re- 
form, but  much  of  what  needs  to  be  done  will  eventually  require 
legislation  of  the  kind  I  have  proposed.  I  would  like  to  share  with 
you  a  few  legislative  solutions  to  these  problems  that  are  contained 
in  my  bill,  H.R.  1700,  the  CRA  Reform  Act,  which  was  originally 
introduced  last  Congress,  was  updated  and  reintroduced  at  the 
beginning  of  this  term.  Let  me  describe  the  principles  of  my 
legislation. 

Regulators,  policymakers,  and  communities  need  better  informa- 
tion about  financial  institution's  lending  performance.  The  Home 
Mortgage  Disclosure  Act  has  been  a  powerful  tool  to  disclose  dis- 
crimination in  the  mortgage  marketplace.  My  bill  would  require  de- 
pository institutions  to  disclose  comparable  mformation  about  their 
small  business  community  development  and  consumer  lending  on 
a  census  tract  basis. 

In  addition,  institutions  would  be  asked  to  present  regulators 
with  an  analysis  of  their  branch  openings  and  closings  over  the 
past  10-year  period.  Over  the  past  decade,  in  part  thanks  to  bank 
deregulation,  the  number  of  branches  in  upper  income  communities 
doubled  while  the  number  of  branches  in  poor  and  community  com- 
munities declined.  Of  course,  while  bank  branches  closed,  pawn- 
shops, check-cashing  outlets,  and  other  companies  charging  higher 
rates  moved  in  to  exploit  our  communities. 

From  1985  to  mid- 1992,  277  bank  branches  closed  in  California 
alone,  of  course,  disproportionately  impacting  low-income  commu- 
nities. Currently,  it  is  impossible  to  know  an  institution's  business 
and  commercial  lending  record.  We  must  have  more  than  mortgage 
information  systematically,  not  just  anecdotally,  to  respond  to  the 
problem  responsibly. 

My  bill  would  enhance  community  input  in  the  regulatory  proc- 
ess. Community  groups  would  be  solicited  and  given  45  days  in 
which  to  analyze  a  community's  lending  performance  and  respond 
before  CRA  ratings  are  decided.  This  would  include  giving  regu- 
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lators  the  ability  to  interview  credit  applicants  as  part  of  their 
oversight.  In  addition,  regulators  would  be  able  to  extend  the  pub- 
lic comment  period  if  the  response  to  solicitations  are  high. 

Too  often  community  groups  need  more  time  to  accumulate  and 
present  information  in  the  CRA  process.  This  is  a  modest,  sensible 
reform. 

Third,  the  centerpiece  of  the  legislation  is  to  reform  the  CRA  rat- 
ing process.  Nearly  90  percent  of  all  depository  institutions  receive 
outstanding  or  satisfactory  CRA  ratings.  Tnis  is  despite  over- 
whelming evidence  of  redlming  in  most  inner  city  and  poor  rural 
communities  in  America.  Great  inflation  has  rendered  the  current 
CRA  rating  system  nearly  meaningless. 

Since  July  1990,  only  eight  institutions,  that  is  less  than  1  per- 
cent of  all  Federal  institutions,  received  a  rating  of  substantial  non- 
compliance. That  is  the  lowest  CRA  rating.  The  performance-based 
standard  for  CRA  ratings  contained  in  my  legislation  has  been 
adopted  in  concept  by  the  Clinton  administration  as  it  moves  ad- 
ministratively to  amend  CRA. 

For  too  long  an  institution's  professed  intentions,  not  its  actual 
lending,  has  been  the  standard  for  which  it  has  been  judged.  I  am 
hopeful  the  Clinton  reforms  will  give  us  a  better  yardstick  with 
which  to  judge  our  financial  institutions.  Public  nearings  have 
begfun.  They  were  in  Los  Angeles  a  few  weeks  ago  and  we  need  to 
wait  and  see  what  they  do. 

Fourth,  my  legislation  would  establish  community  standards  for 
mortgage  banks  for  the  first  time.  The  Department  of  Housing  and 
Community  Development  would  establish  an  office  of  mortgage 
bank  and  insurance  supervision.  This  office  would  oversee  Federal 
monitoring  of  mortgage  banks  and  private  mortgage  insurance 
companies.  Mortgage  banks,  which  depend  on  federally  insured  sec- 
ondary mortgage  markets  for  their  business  would  supply  a  com- 
munity support  statement  to  the  established  office,  including 
HMDA-type  data,  underwriting  criteria,  proactive  community  pro- 
grams, and  any  fair  housing  law  violations  they  may  have  incurred. 

Mortgage  companies  now  make  a  majority  of  all  home  loans  in 
America.  A  recent  study  conducted  by  Central  Information,  which 
will  be  presented  later  at  this  hearing,  found  that  mortgage  banks 
are  among  the  worst  redliners  in  America.  We  must  find  a  way  to 
bring  some  accountability  to  the  mortgage  bank  system. 

In  my  legislation,  the  HUD  office  charged  with  this  responsibility 
would  solicit  public  comment  and  evaluate  individual  mortgage 
banks'  performance.  If  the  Secretary  finds  a  company's  perform- 
ance inadequate,  then  he  or  she  will  have  the  authority  to  impose 
a  series  of  penalties  including  fines,  cease  and  desist  orders  of  the 
practice  in  question,  or  legal  action,  if  appropriate. 

As  I  mentioned  earlier,  the  newly  formed  office  would  also  super- 
vise the  activities  of  private  mortgage  insurance  companies.  Again, 
these  companies  are  completely  dependent  on  depository  institu- 
tions' ability  to  extend  and  sell  off  mortgages  resulting  from  deposit 
insurance  and  government  insured  secondary  mortgage  markets. 
However,  as  with  mortgage  banks,  these  mortgage  insurance  com- 
panies may  be  contributing  to  redlining. 

A  1993  study  by  the  PMI  industry  showed  that  only  8.2  percent 
of  all  mortgage  insurance  issued  in  1991  was  in  ZIP  Codes  that 


were  more  than  50  percent  minority  and  only  7.9  percent  was  in 
low-  and  moderate-income  areas.  The  new  HUD  office  would  com- 
pile information  on  mortgage  companies'  community  proCTam's  un- 
derwriting criteria  and  incorporate  public  comments.  They  would 
then  make  a  determination  as  to  companies'  community  involve- 
ment. If  the  Secretary  finds  a  company  in  noncompliance,  he  or  she 
may  require  a  community  investment  plan  to  be  submitted  by  the 
company  to  rectify  the  situation. 

Number  six:  Finally,  the  legislation  would  allow  the  appropriate 
Federal  regulatory  agency  to  use  the  information  on  an  institu- 
tion's branch  openings  and  closings  as  part  of  the  merger  and  ac- 
quisition process.  If  an  institution  has  a  pattern  and  practice  of 
closing  branches  in  a  way  determined  to  exclude  low-income  and 
minority  neighborhoods,  that  institution  could  be  denied  its 
application. 

Of  the  tens  of  thousands  of  merger  applications  before  the  Fed- 
eral Reserve,  less  than  10  have  ever  been  denied  on  CRA  grounds. 
We  must  look  at  new  and  different  ways  to  keep  our  financial  insti- 
tutions doing  business  in  all  the  communities  they  are  supposed  to 
serve. 

In  conclusion,  Mr.  Chairman,  we  have  seen  data  year  after  year 
showing  that  redlining  and  discrimination  are  obstacles  to  commu- 
nity development.  The  banking  industry  will  undoubtedly  come  to 
Congress  seeking  new  powers  and  less  regulation  this  year.  Low- 
income  and  minority  Americans  have  been  waiting  for  relief  from 
the  banking  industry  for  years.  I  believe  we  must  consider  the  is- 
sues raised  by  my  legislation  if  we  move  to  assuage  the  banking 
community's  concerns.  And  with  that,  I  conclude  my  testimony. 

Well,  let  me  just  say  this,  Mr.  Chairman.  I  would  like,  before 
concluding,  to  snare  with  you  some  of  the  fresh  evidence  of  mort- 
gage discrimination  in  California. 

This  information  is  about  California's  seventh  largest  bank  lend- 
ing to  African-Americans  in  1992.  The  Bank  of  America  made  751 
loans,  totally,  to  African-Americans  in  the  entire  State  of  California 
and  only  100  of  them  were  loans  to  African-Americans  earning 
below  $30,000. 

Wells  Fargo  had  43  loans  in  the  State,  and  2  of  them  were  to 
African-Americans  below  $30,000.  First  Interstate  made  18,  and  10 
of  them  were  loans  to  African-Americans  earning  below  $30,000. 
Bank  of  California  made  none.  Union  Bank  made  30  and  none  to 
African-Americans  below  $30,000.  Sumitomo  Bank  made  one  in  the 
State  and  none  to  African-Americans  earning  below  $30,000.  And 
Sanwa  Bank,  I  guess,  made  five  and  none  to  African-Americans 
earning  below  $30,000. 

That  is  a  bit  of  the  study  I  wanted  to  highlight  to  show  you  the 
severity  of  the  problem.  I  thank  you  very  much,  Mr.  Chairman. 

Chairman  Kennedy.  I  want  to  thank  you  for  your  excellent  testi- 
mony this  morning,  Ms.  Waters.  I  think  that  there  is  a  very  dif- 
ferent attitude  that  we  now  have  in  the  Federal  Government  than 
maybe  2  or  3  years  ago,  perhaps  even  as  short  as  1  year  ago. 

With  Henry  Cisneros  and  Gene  Ludwig  at  the  top  of  the  imple- 
mentation of'^some  of  these  rules  and  regulations  that  have  been 
sitting  on  the  books — after  all,  CRA  can  be  a  tough  law  if  anybody 
wants  to  bother  to  enforce  it — I  think  that  Secretary  Cisneros  has 
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talked  about  trying  to  include  the  mortgage  companies  and  reac- 
tivate, or  at  least  start,  the  engine  over  at  HUD  to  try  to  begin  a 
process  of  looking  after  these  companies  that  have  controlled  such 
a  large  part  of  the  U.S.  mortgage  industry,  yet  have  no  controls  on 
them  whatsoever  as  to  how  they  treat  poor  people  and  people  of 
color. 

Second,  the  kind  of  statistics  that  you  just  read  really  are  as- 
tounding. The  fact  that  there  have  been  so  few  recommendations 
by  the  regulators  to  the  Justice  Department  on  discrimination  is- 
sues involving  the  largest  institutions  in  America  which  are  backed 
up  by  millions  upon  millions  of  black  and  Hispanic  taxpayers, 
whether  they  are  commercial  banks  or  savings  and  loans,  is  dis- 
couraging. Trie  institutions  then  get  into  trouble,  billions  of  dollars 
are  spent  to  bail  them  out,  and  these  same  institutions  do  not  pro- 
vide good  loans  to  people  who  will  pay  them  back,  simply  because 
of  the  color  of  people  s  skin.  That  is,  after  all,  what  this  is  all 
about. 

I  hope  you  come  up  after  your  testimony  and  are  able  to  ask 
Webster  Hubbell,  Henry  Cisneros,  and  Gene  Ludwig  about  how  we 
are  going  to  create  a  coordinated  strategy  so  this  kind  of  discrimi- 
nation really  does  come  to  an  end  under  the  leadership  and  deter- 
mination of  both  President  Clinton's  administration  and  this 
Congress. 

Ms.  Waters.  Thank  you  very  much. 

Chairman  Kennedy.  If  anyone  else  has  a  question,  and  really 
has  to  ask  it  at  this  point,  obviously,  feel  free;  if  not,  I  would  sug- 
gest we  keep  them  until  later  or  put  them  in  writing,  and  ask  in 
the  interest  of  time  Secretary  Cisneros  to  come  up  and  join  us.  Any 
objections?  So  ordered. 

Mr.  Baker.  Mr.  Chairman,  one  quick  thing  for  the  record.  Ms. 
Waters  made  reference  to  some  statistics  that  were  the  subject  of 
a  report  in  her  presentation.  If  the  gentlelady  would  not  mind  mak- 
ing that  part  of  the  record,  I  would  Tike  to  see  that  report. 

Chairman  Kennedy.  Without  objection,  it  is  so  ordered. 

Mr.  Baker.  Thank  you,  Mr.  Chairman. 

Chairman  Kennedy.  Thank  you,  sir.  Thank  you  very  much. 
Maxine. 

Ms.  Waters.  Thank  you. 

Chairman  Kennedy.  Secretary  Cisneros,  please  have  a  seat. 

Henry  Cisneros  is  the  Secretary  of  Housing  and  Urban  Develop- 
ment. Secretary  Cisneros  has  already  shown  strong  commitment 
and  leadership  in  combating  lending  discrimination,  insurance  red- 
lining, and  homelessness  by  instituting  long  overdue  reforms  at 
HUD.  We  are  privileged  to  have  a  HUD  Secretary  with  this  kind 
of  dedication  in  addressing  problems  of  discrimination  and  commu- 
nity economic  development. 

It  is  a  great  pleasure  for  us  to  welcome  you  here  this  morning, 
Mr.  Secretary,  and  we  all  applaud  the  leadership  you  have  shown. 
I  noticed  in  the  paper  just  last  week,  the  renewed  commitment  that 
you  have  made  to  ending  these  kinds  of  discrimination  questions 
with  regard  not  only  to  housing  policy,  but  also  to  economic  policy 
in  this  country.  We  greatly  welcome  your  leadership. 

Thank  you  for  joining  us  and  please  proceed  with  your 
statement. 


Obviously,  we  will  include  your  written  statement  for  the  record, 
and  we  would  ask  you  to  make  an  oral  statement  to  us  this 
morning.  Thank  you  very  much.  Please  proceed. 

STATEMENT  OF  HENRY  B.  CISNEROS,  SECRETARY,  U.S. 
DEPARTMENT  OF  HOUSING  AND  URBAN  DEVELOPMENT 

Secretary  Cisneros.  Mr.  Chairman,  thank  you  very  much.  Mem- 
bers of  the  House  Banking  Subcommittee  on  Consumer  Credit  and 
Insurance,  thank  you  for  giving  me  the  opportunity  to  speak  to  you 
today  about  mortgage  lending  discrimination  and  our  strategy  at 
HUD  for  doing  our  part  to  bring  an  end  to  such  discrimination. 

Let  me  say,  first  of  all,  I  do  have  extended  comments  which  we 
will  siibmit  for  the  record.  I  want  to  be  brief  in  the  presentation 
I  make  today. 

Chairman  Kennedy.  Without  objection,  so  ordered. 

Secretary  Cisneros.  The  strategy  we  are  working  on  at  HUD  is 
part  and  parcel  of  our  desired  strategy  for  equal  housing  oppor- 
tunity. We  have  a  program  office  at  HUD  whose  fall  responsibil- 
ities is  fair  housing  and  fair  lending  and  equal  opportunity.  You 
have  been  very  kind  in  your  comments  about  my  work  and  HUD. 

We  at  HUD  owe  a  great  debt  of  gratitude  to  our  Assistant  Sec- 
retary for  Fair  Housing  and  Equal  Opportunity,  Roberta 
Achtenberg.  If  you  have  not  had  an  opportunity  to  meet  her,  I 
know  you  will  look  forward  to  the  day  you  can  greet  her  at  this 
subcommittee  because  she  is  very,  very  capable  as  a  lawyer,  has  a 
great  record  of  advocacy  in  these  areas,  and  has  already  defined 
stiff  marching  orders  for  the  Department  in  this  area. 

At  HUD,  fair  housing  will  no  longer  be  treated  as  the  sole  prov- 
ince of  a  single  part  of  the  Department.  Furtherance  of  our  fair 
housing  goals  is  infused  throughout  HUD's  operations  and  pro- 
grams. In  our  decisions  and  actions  on  public  housing,  on  assisted 
housing,  on  home  ownership,  on  economic  development  issues,  fair 
housing  goals  are  integral  and  infused  throughout  our  decision- 
making. 

A  few  weeks  ago  you  no  doubt  noted  I  was  able  to  accompany 
Webster  Hubbell,  who  is  the  next  witness  for  the  Justice  Depart- 
ment, to  Vidor,  Texas,  where  HUD  and  the  Justice  Department  col- 
laborated to  take  control  of  a  public  housing  development  which 
was  openly  violating  civil  rights  by  discriminating  against  African- 
Americans. 

This  is  a  community  of  10,000  people  in  east  Texas  that  had 
made  a  decision  that  no  African-Americans  would  be  allowed  to  live 
in  that  community  and  they  enforced  it  for  many  years.  We  were 
drawn  into  the  action  when  there  was  overt  violation  of  Federal 
civil  rights  laws,  in  that  persons  were  intimidated  and  moved  away 
fi-om  public  housing. 

The  President  and  this  administration  will  not  tolerate  the  seg- 
regation and  racial  harassment  that  took  place  there  nor  discrimi- 
natory practices  in  any  form  anywhere  else.  Today's  hearing  is  not 
about  public  housing  segregation  but  home  ownership  and  lending 
discrimination.  The  behavior  may  not  be  as  blatant  as  in  Vidor, 
Texas,  where  the  Ku  Klux  Klan  has  had  a  role  in  everything  from 
the  police  department  to  a  continuing  role  in  the  civic  life  of  the 
community,  it  may  not  be  as  blatant  as  what  we  saw,  but  the  de- 
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nial  of  an  opportunity  to  own  a  home  has  a  devastating  impact  on 
the  family  discriminated  against,  and,  further,  it  has  a  destructive 
and  corrupting  influence  on  our  sense  of  community. 

Home  ownership  is  one  of  the  foremost  hopes  and  aspirations  of 
the  American  people.  It  is  part  of  our  heritage.  It  is  an  anchor  of 
our  American  society.  It  is  how  most  Americans  define  their 
wealth.  It  is  how  we  build  a  spirit  of  community,  and  we  cannot 
do  any  of  these  things  if  people  are  cheated  out  of  a  chance  for 
home  ownership. 

What  I  want  to  do  is  focus  specifically  on  three  things  we  are  al- 
ready working  on  and  then  a  series  of  things  that  are  prospective, 
things  we  want  to  set  in  motion  in  the  weeks  and  months  ahead. 

First,  the  initiatives  that  have  already  begun.  Three  existing  ef- 
forts: Fair  housing  testing,  a  Memorandum  of  Understanding  with 
other  regulatory  agencies,  and  our  work  on  the  Home  Mortgage 
Disclosure  Act. 

First,  testing.  The  Fair  Housing  Initiative  Program  allows  HUD 
to  fund  public  and  private  enforcement  activities  as  well  as  edu- 
cational and  outreach  programs  informing  the  public  about  fair 
housing  rights  and  obligations. 

In  1992,  HUD  awarded  $1  million  in  what  are  called  FHIP  [Fair 
Housing  Initiatives  Program]  funds  to  the  National  Fair  Housing 
Alliance  to  conduct  preapplication  testing  in  three  metropolitan 
areas.  The  areas  and  lenders  are  selected  based  on  analysis  of 
HMDA  data  and  other  factors  suggesting  the  existence  of  a  possible 
problem,  and  the  results  of  this  testing  will  be  used  by  a  new  fair 
lending  office  through  mid- 1994. 

Congress  recently  increased  the  appropriation  for  FHIP  thanks 
to  Congressman  Louis  Stokes  and  Senator  Barbara  Mikulski  and 
their  colleagues.  We  have  increased  the  funding  available  for  this 
purpose  from  $11  million  in  1993  to  more  than  $20  million  in  the 
1994  budget.  So  it  just  about  doubles  our  capability  to  continue  and 
expand  what  we  can  do  under  this  program  to  sort  out,  to  discover 
instances  of  lending  discrimination. 

In  a  tough  budget  environment,  in  a  budget  when  everything  else 
is  contraction  and  decline,  to  virtually  double  the  office  for  this  pur- 
pose, is  I  think  a  substantial  step  forward. 

A  second  issue.  The  Memorandum  of  Understanding  with  the 
Federal  Reserve  Board,  the  Comptroller  of  the  Currency,  the  FDIC, 
and  others. 

In  May  1992,  HUD  entered  into  a  Memorandum  of  Understand- 
ing with  the  Fed  Comptroller  of  the  Currency,  the  FDIC,  the  Office 
of  Thrift  Supervision,  and  the  National  Credit  Union  Administra- 
tion. Since  then,  there  have  been  some  almost  300  exchanges  of  in- 
formation and  referrals  between  our  Fair  Housing  Office  charged 
with  this  responsibility  and  the  regulators,  resulting  in  74  com- 
plaints of  lending  discrimination  filed  at  HUD. 

Several  complaints  were  investigated  jointly  by  HUD  and  the 
OCC.  We  believe  that  the  Memorandum  of  Understanding  has  been 
effective  in  minimizing  the  burdens  of  duplicative  investigations 
and  assuring  that  complainants  have  access  to  all  remedies  avail- 
able to  them  under  the  Fair  Housing  Act. 

Third,  in  terms  of  things  now  under  way  is  our  work  on  the 
Home  Mortgage  Disclosure  Act  [HMDA].  HUD  has  worked  closely 
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with  the  Federal  financial  regulatory  agencies  to  make  the  HMDA 
data  base  as  useful  as  possible  and  make  the  data  accessible  to  the 
public,  including  commimity  groups  and  academics. 

Discussions  have  begun  with  the  Chairman  of  the  Federal  Re- 
serve on  how  HUD  and  the  Fed  can  work  together  to  make  HMDA 
data  readily  available  to  the  public  and  more  useful  as  a  tool  to 
focus  Federal,  private,  and  fair  housing  enforcement  efforts.  I  had 
a  meeting  with  the  Chairman  of  the  Fed  specifically  on  this  subject 
a  week  or  so  ago. 

In  each  of  these  efforts  we  have  increased  efforts,  expanded  the 
role,  and  increased  the  resources  available.  But  we  are  not  satisfied 
to  build  on  what  has  begun.  We  have  introduced  new  initiatives 
and  identified  new  steps  we  can  take,  and  I  will  describe  now  sev- 
eral key  measures  that  are  either  recently  or  about  to  be  initiated. 

First  is  rulemaking  to  better  define  discrimination.  In  the  25 
years  that  have  passed  since  enactment  of  the  fair  housing  law,  the 
Department  of  Housing  and  Urban  Development  has  yet  to  issue 
regfulations  that  define  violations  of  law  in  the  areas  of  mortgage 
lending  and  property  insurance.  We  are  now  changing  that. 

Last  week,  we  announced  HUD  priorities,  Mr.  Chairman,  as  you 
indicated,  for  the  first  year  and  fair  housing  and  fair  lending  are 
right  at  the  very  top  of  our  priorities. 

One  of  the  things  that  is  different  about  HUD  as  it  has  operated 
£ind  HUD  as  it  will  operate  is  the  emphasis  on  fair  housing  and 
fair  lending. 

After  appropriate  consultations,  we  will  issue  Fair  Housing  Act 
regulations  making  clear  that  the  Federal  Government  will  move 
directly  to  identify  and  remedy  discriminatory  practices  in  fair 
housing  and  fair  lending.  These  regulations  will  guide  our  inves- 
tigators and  the  Department  of  Justice's  enforcement.  They  will 
serve  as  a  signpost  to  allow  the  industry  to  take  voluntary  actions 
and  a  guide  for  the  regulatory  agencies  to  use  in  their  supervisory 
role. 

Further,  these  regulations  will  affect  mortgage  lenders  who  are 
not  subject  to  the  oversight  of  the  financial  regulatory  agencies 
such  as  mortgage  bankers  and  property  insurers.  In  addition,  the 
Department  will  publish  a  regulation  governing  the  fair  housing  re- 
quirements of  programs  sucn  as  Fannie  Mae  and  Freddie  Mac. 
These  regulations  will  have  a  significant  impact  on  the  availability 
of  mortgage  credit. 

A  second  set  of  initiatives  is  our  relationship  with  OCC.  Last 
May  HUD  conducted  a  conference  on  research  and  enforcement  of 
mortgage  lending  discrimination,  which  enjoyed  widespread  partici- 
pation by  leading  researchers  and  enforcement  agencies.  Eugene 
Ludwig,  Comptroller,  who  will  testify  this  morning,  has  been  a 
staunch  ally  in  our  efforts  to  address  lending  discrimination,  and 
when  he  learned  about  the  conference  he  enthusiastically  partici- 
pated and  supported  it  with  OCC  funds.  The  proceedings  of  that 
conference  are  being  published  and  will  help  to  answer  enforce- 
ment efforts  and  the  research  agenda. 

Following  the  conference,  HUD  and  OCC  formed  a  working  group 
to  strengthen  the  Federal  Grovemment's  efforts  to  counter  discrimi- 
nation in  mortgage  lending.  The  other  regulatory  agencies  and  the 
Department  of  Justice  will  be  asked  to  participate  in  the  efforts  so 
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we  can  collectively  provide  guidance  which  the  industry  seeks  as  to 
what  practices  constitute  discrimination  and  what  steps  banks  can 
take  to  address  problems  in  this  area. 

As  a  result  of  the  working  group's  efforts,  OCC  has  agreed  to 
begin  testing  next  spring  to  determine  how  testing  can  most  effec- 
tively meet  their  enforcement  needs. 

We  had  hoped  within  60  days  of  that  conference  to  have  our 
agenda  laid  out,  and  we  have  met  that  timetable,  and  now  we  are 
working  on  the  next  set  of  specifics  which  we  hope  to  have  com- 
pleted by  the  spring. 

HUD  and  OCC  have  also  developed  a  draft  definition  of  lending 
discrimination  and  are  working  with  other  Federal  financial  agen- 
cies to  strengthen  its  provisions.  We  are  working  together  t@  use 
all  the  available  data  to  assist  fair  lending  and  examination 
processes. 

A  third  series  of  steps  under  way  involve  the  banking  industry. 
The  Fair  Housing  Act  requires  HUD  to  work  with  the  housing  in- 
dustry to  achieve  voluntary  compliance  with  the  law.  We  have  had 
meetings  ¥/ith  the  leaders  of  tne  American  Bankers  Association 
and  the  Mortgage  Bankers  Association  to  discuss  cooperative  ef- 
forts. This  includes  execution  of  a  voluntary  agreement  along  the 
lines  of  our  volunts^;/  affirmative  market  agreements  with  the  Na- 
tional Association  of  Realtors,  and  the  National  Association  of 
Home  Builders. 

Very  int^  estingly,  HUD  has  held  two  rnefitings  with  a  group  of 
DC  lenders  The  Tenders  were  brought  in  after  a  series  of  articles 
in  the  Washington  Post  indicating  that  banks  in  the  Washin^r 
area  were  not  servin  |  the  minority  community  of  this  area  The 
banks  felt  that  they  nad  done  more  than  the  story  involved  de- 
scribed and  30  we  asked  them  to  be  very  specific  about  what  they 
were  doing  to  reach  out  to  minority  purchasers  and  they  described 
a  variety  of  programs  which  had  varying  results. 

HUD  developed  a  list  of  fair  lending  activities,  a  sort  of  best 
practices  list,  which  can  be  used  as  a  benchmark  to  determine 
whether  the  banks  indeed  are  fully  affirmative. 

We  think  that  our  discussions  with  the  Washington  area  banks 
may  lead  to  a  concerted  effi)rt  by  these  local  lenders  to  put  in  place 
new  policies  and  practices  which  will  help  open  doors  that  have 
heretofore  been  closed.  We  may  even  develop  some  kind  of  local  fair 
lending  strategy  subscribed  to  by  participating  banks,  and  we  hope 
to  build  on  our  Washington  experience  by  having  local  HUD  offices 
convene  similar  meetings  in  other  cities. 

That  was  so  successful,  to  bring  all  the  bankers  from  Washing^n 
together  in  a  no  fanfare,  no  high  profile,  no  press,  meeting  basically 
to  talk  about  the  problem  and  what  they  have  learned  from  each 
other  about  what  best  practices  can  be  put  in  place.  That  meeting 
was  so  successful  in  terms  of  laying  out  positive  things  that  can  be 
done  and  setting  a  motivation  amon^  the  bankers,  that  we  think 
that  we  can  extend  that  to  other  cities,  and  we  are  looking  at 
places  like  Chicago,  Congn*essman  Gutierrez,  where  we  can  next 
take  the  HUD  presence  of  pulling  all  the  bankers  together  and 
without  a  whip  or  punitive  threats,  bring  them  together  in  the  spir- 
it of  saying  what  works  and  how  can  vou  extend  that  as  a  first 
step.  If  that  doesn't  work,  obviously,  we  have  additional  powers. 
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Mr.  Chairman,  these  kinds  of  steps  reflect  our  unflinching  com- 
mitment to  ending  discriminatory  lending  practices.  They  represent 
not  the  totality  of  our  efforts  but  a  determined  beginning.  Yet  even 
our  efforts,  should  they  be  thoroughly  successful,  should  we  fiilly 
achieve  our  goal  of  eliminating  lending  discrimination,  this  would 
not  be  enough. 

Combating  lending  discrimination  fits  into  a  larger  context.  We 
must  expand  access  to  capital.  We  must  expand  access  to  home 
ownership  if  we  are  to  build  communities  of  opportunity.  Because 
we  want  to  increase  the  capital  available  fcr  low  and  moderate 
ownership,  President  Clinton  is  working  actively  to  strengthen  this 
enforcement  of  the  act  to  better  target  the  resources  of  the  banks, 
thrift  institutions,  and  depositor^'  lenders. 

In  support  of  the  efforts  to  expand  access  to  capital,  we  have  de- 
veloped a  comprehensive  capital  strate^  at  HUD  designed  to  le- 
verage billions  of  dollars  of  private  capital  and  credit,  some  from 
nontraditional  sources.  For  the  first  time  in  several  decades,  we  at 
HUD  are  taking  seriously  our  congressionally  mandated  oversight 
responsibility  for  the  so-ealled  government-sponsored  enterprises. 
We  have  just  published  interim  goal  setting  standards  for  Fannie 
Mae  and  Freddie  Mac  that  they  must  achieve  in  affordable  housing 
and  central  city  purchases  and  require  targeted  mortgage  pur- 
chases. The  goals  call  for  both  Fannie  Mae  and  Freddie  Mac  to 
meet  the  30  percent  goal  that  the  Congress  set  out  as  an  eventual 
goal  in  1994. 

We  have  also  created  a  special  targeted  initiative  to  sell  FHA 
single  farinily  foreclosed  homes  for  low-income  home  ownership  in 
central  city  areas,  discounting  the  sales  price  of  the  properties, 
working  through  community  organizations  to  find  people  who  can 
be  homeowners.  Again,  that  has  been  veiy  successful  in  particular 
markets. 

We  are  also  exploring  nontraditional  sources  of  money,  pension 
funds,  and  institutional  endowment  funds.  You  may  know  of  our  ef- 
forts with  the  AFL-CIO,  which  was  approved  by  this  subcommit- 
tee, to  allow  the  use  of  vouchers  so  that  multifamily  properties  can 
be  made  financially  sound  enough  that  pension  resources  can  be 
invested. 

Thanks  to  the  work  of  this  subcommittee  and  the  passage  of  this 
bill  by  the  Congress,  we  now  have  $100  million  worth  of  vouchers 
which  will  leverage  600  million  dollars'  worth  of  pension  resources, 
financially  responsible,  fiduciarily  sound,  and  another  $500  million 
worth  of  private  capital.  So  for  $100  million,  we  get  $1.2  billion 
back  as  a  result  of  this  type  of  effort. 

We  are  working  to  broaden  HUD's  counseling  programs.  I  cannot 
say  enough  to  this  subcommittee  about  what  I  have  discovered  in 
the  last  months  of  the  importance  of  community-based  grassroots 
counseling.  In  my  meetings  with  community  leaders,  as  well  as 
with  Chairman  Greenspan,  the  theme  of  counseling  to  assist  per- 
sons in  the  quest  for  home  ownership  is  an  absolutely  critical  one 
and  we  are  asking  for  a  virtual  doubling  of  the  amount  of  money 
available  for  counseling  at  HUD  even  in  tough  financial  times. 

In  all  of  these  things,  obviously,  we  need  the  help  of  understand- 
ing legislators  such  as  the  members  of  this  subcommittee.  Your 
help  has  been  invaluable  in  moving  some  of  our  initial  programs 
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forward  and  it  will  be  invaluable  in  moving  forward  the  Commu- 
nity Development  Financial  Institutions  Act  that  was  set  up  for 
community  development  bank  and  credit  unions  so  that  we  can 
have  in  more  places  than  just  where  Shorebank  has  operated  in 
Chicago  that  concept  of  community  oriented  banking.  The  Presi- 
dent feels  strongly  about  it.  We  need  your  help  to  pass  it. 

Mr.  Chairman  and  members  of  the  subcommittee,  thank  you  for 
your  imderstanding  of  these  issues.  You  do  have  in  the  new  team 
at  HUD  people  who  will  work  tirelessly  to  carry  out  your  congres- 
sionally  mandated  mission,  and  we  look  forward  to  working  with 
you. 

Thank  you  very  much  for  giving  me  the  opportunity  to  present 
our  state  of  work  as  of  this  time. 

[The  prepared  statement  of  Secretary  Cisneros  can  be  found  in 
the  appendix.] 

Chairman  Kennedy.  Thank  you  again,  Mr.  Secretary. 

We,  as  you  stated  at  the  beginning  of  your  statement,  are  looking 
forward  to  working  with  Roberta  Achtenberg  very  much,  and  her 
reputation  precedes  her.  We  are  excited  about  her  as  your  choice 
and  hope  that  she  will  continue  the  kind  of  leadership  that  you 
have  demonstrated  thus  far. 

Mr.  Secretary,  I  have  two  brief  questions  because  I  know  we 
have  other  witnesses  coming  that  have  som.e  time  constraints  as 
well,  but  I  wondered  if  you  could  just  address  this.  This  sub- 
committee, as  well  as  the  full  committee,  has  struggled  with  the  is- 
sues of  Fannie  and  Freddie  over  the  years  in  trying  to  get  them 
held  to  the  same  conceptual  standards  of  community  reinvestment 
to  which  we  hold  other  institutions.  They  have  found  methods  of 
circumventing  some  of  those  standards  in  the  past,  and  I  wonder 
if  you  could  just  tell  us  a  little  more  about  what  your  thoughts  are 
on  how  to  encourage  them  to  adopt  underwriting  policies  that  do 
not  have  a  discriminatory  impact.  Such  policies  harm  so  many 
more  people  than  one  bank's  policy  itself,  so  if  you  can  expand  on 
that  a  little,  I  would  appreciate  it. 

Secretary  Cisneros.  Mr,  Chairman,  you  and  the  members  of  this 
subcommittee  and  the  Congress  did  the  American  potential  home- 
owner, and  particularly  the  low-income  central  city  homeowner  a 
tremendous  favor  last  year  in  passing  the  Oversight  Act  which 
gives  HUD  an  oversight  responsibility  tor  Fannie  Mae  and  Freddie 
Mac. 

First  of  all,  we  now  have  a  person  who  is  responsible  to  oversee 
their  financial  soundness,  and  some  of  you  may  have  met  Aida  Al- 
varez, who  is  the  new  GSE  oversight  person  at  HUD,  and  you  also 
gave  us  the  responsibility  to  set  goals  and  monitor  those  goals.  So 
in  our  housing  organization  at  HUD,  we  are  hiring  a  person  whose 
responsibility  will  be  to  monitor  the  enforcement  of  the  goals. 

Now,  that  opens  up  a  dialog  with  Fannie  Mae  and  Freddie  Mac 
and  it  started  with  the  publication  of  those  goals,  30  percent  re- 
quirement that  they  invest  in  affordable  housing  mortgages  as  well 
as  central  city  mortgages,  but  more  importantly  even  than  the 
goals  are  the  things  that  they  are  now  acting  upon.  I  am  very 
optimistic. 

I  cannot  tell  you  how  powerful  it  is  to  have  the  secondary  market 
mechanism,  the  securitization  mechanism  that  can  buy  the  mort- 
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gages  so  deals  that  otherwise  might  not  be  made  can  be  made  be- 
cause there  is  a  knowledge  that  there  is  a  secondary  market  for 
them. 

Our  pension  initiative,  for  example,  would  not  have  worked,  the 
pensioners  and  the  investors  in  the  pension  system  would  not  have 
felt  comfortable  in  sinking  their  money  in  for  a  long  time  if  they 
did  not  know  that  that  secondary  market  was  available  in  order  to 
purchase  their  mortgage. 

Chairman  Kennedy.  Mr.  Secretary,  whenever  we  have  Fannie  or 
Freddie  in  here,  their  first  line  of  defense  is  to  talk  about  the  myr- 
iad of  wonderftil  special  programs  that  they  have.  They  do,  that  is 
terrific,  and  I  have  worked  with  them  on  several  and  think  the 
world  of  their  innovative  and  creative  policies.  Yet,  that  does  not 
mean  that  they  should  be  exempt  from  the  same  kinds  of  standards 
that  we  are  talking  about  for  banks,  and  as  I  heard  you  respond 
in  part  to  Ms.  Waters'  statement,  for  mortgage  banks  as  well. 

What  I  am  trying  to  get  across  is  that  I  think  and  feel  very 
strongly  that  they  ought  to  be  held  to  the  same  kinds  of  standards. 
This  sort  of  scattershot  approach  is  no  substitute  for  standardized 
compliance  with  established  criteria.  I  would  also  hope  that  you 
could,  in  this  new  oversight  capacity,  begin  to  take  a  look  at  not 
just  their  innovative  programs,  but  what  they  are  doing  across-the- 
board  in  so  many  communities.  I  would  ask  you  to  look  into  the 
fact  that  a  small  decision  they  make  about  the  level  of  income  a 
family  has  to  have  in  order  to  be  able  to  purchase  a  home,  or  their 
spendable  income,  or  any  one  of  a  number  of  factors,  can  knock  out 
literally  millions  of  potential  black,  brown,  yellow,  and  poor  white 
homeowners  from  the  opportunity  of  participating  in  the  American 
dream. 

Secretary  CiSNEROS.  Mr.  Chairman,  your  point  is  well  taken,  and 
we  certainly,  in  our  oversight  responsibilities,  will  look  not  only  at 
the  goals,  which  are  very,  very  important,  and,  as  you  say,  the  in- 
novative programs,  but  how  they  define  "acceptability  of  mort- 
gages." A  few  degrees  one  way  or  the  other  can  alter  whether  or 
not  people  are  eligible,  you  are  absolutely  right. 

Chairman  Kennedy.  Listen,  many  other  members  are  going  to 
have  questions,  and  we  do  have  to  get  to  other  witnesses  so  I  will 
turn  it  over.  I  just  hope  that  Maxine  does  focus  on  the  whole  issue 
of  the  mortgage  banks  because  I  think  that  is  one  that  is  com- 
pletely withm  your  bailiwick  and  one  where  you  can  do  an  enor- 
mous amount  of  good. 

Secretary  CiSNEROS.  As  a  matter  of  fact,  Mr.  Chairman,  I  have 
been  invited  to  speak  next  Monday  morning  to  the  Mortgage  Bank- 
ers Association  in  Chicago.  It  was  not  a  speech  I  had  expected  to 
make  because  of  scheduling  and  so  forth,  but  I  have  concluded  that 
taking  this  message  to  the  thousands  of  members  of  the  Mortgage 
Bankers  Association  is  my  job,  and  so  I  will  be  tl^ere  Monday  morn- 
ing taking  your  message  to  the  Mortgage  Bankers  Association  m 
Chicago. 

Chairman  Kennedy.  Fantastic.  Light  a  rocket  there,  Henry, 

Joe  Knollenberg. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman,  and  thank  you, 
Secretary  Cisneros,  for  being  here,  and  welcome  back. 

Secretary  Cisneros.  Yes,  sir. 
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Mr.  Knollenberg.  I  know  another  priority  of  your  Department 
happens  to  be  the  collection  of  data  on  the  alleged  insurance  redlin- 
ing. In  fact,  Congress  vsall  be  dealing  very  quickly  with  Mr.  Ken- 
nedy's bill,  H.R.  1257.  In  a  letter  dated  September  22  of  this  year 
from  you  to  Chairman  Gonzalez  you  expressed  wholehearted  sup- 
port for  the  antiredlining  provisions  of  H.R,  1257. 

My  question  has  to  do  with  cost.  I  know  the  CBO  estimates  are 
out  on  the  cost  to  HUD,  to  the  government,  but  I  also  want  to  dis- 
cuss with  you  or  have  you  respond  to  the  question  about  what  will 
the  cost  be  to  industry.  First  of  all,  does  HUD  have  the  capacity 
to  bear  those  costs;  and,  obviously,  in  the  report  that  we  have  on 
the  CBO,  Title  II  estimates  of  cost,  they  do  give  us  some  idea.  Do 
you  concur  with  those  figures? 

You  have  obviously  seen  the  figures.  I  know  they  are  just 
released. 

Secretary  CiSNEROS.  No,  sir,  I  really  cannot  speak  to  the  question 
of  what  the  costs  to  industry  are  or  how  the  costs  will  be  handled. 
I  was  asked  to  make  a  general  statement  of  our  support  for  the 
concept  of  involvement  in  insurance  redlining  and  it  is  my  under- 
standing that  the  bigger  issues  of  what  Department  that  will  be 
placed  in  and  committee  jurisdiction  and  those  questions  are  being 
resolved  at  a  higher  level  than  mine,  the  White  House  and  the  Of- 
fice of  Management  and  Budget. 

So  I  have  not,  beyond  stating  general  support  for  the  importance 
of  acting  on  insurance  redlining  questions,  been  directly  involved  in 
it  and  therefore  I  cannot  answer  the  specifics. 

Mr.  Knollenberg.  One  of  the  concerns  I  have  is  I  know  there 
will  be  a  cost  obviously  to  the  HUD  operation,  and  those  are  costs 
that  will  be  ultimately  borne  by  your  operation  and,  in  fact,  eventu- 
ally by  the  taxpayer.  I  am  also  concerned,  though,  about  the  cost 
to  industry  and  it  is  over  this  idea  of  census  tracts  as  the  mode  to 
collect  that  data  versus  ZIP  Codes. 

The  insurance  industry  uses  and  has  used  and,  of  course,  it  is 
very  comfortable  using  it  because  it  is  a  system  that  is  in  place, 
it  is  what  they  use  to  mail  their  correspondence,  their  premium  no- 
tices, and  so  forth,  they  have  used  ZIP  Codes  for  years.  To  change 
that  to  a  census  tract  type  system  produces  a  tremendous  amount 
of  cost,  cost  that,  frankly,  I  don't  think  anybody  has  yet  evaluated. 

My  concern  is  that,  and  I  have  stated  it  here  before  in  this  sub- 
committee, is  that  those  costs  will  be  borne  by  the  industry.  Indus- 
try has  a  way  of  passing  those  costs  on,  obviously  to  its  subscribers 
or  consumers,  and  very  likely  that  is  what  is  going  to  happen. 

So  I  have  yet  to  get  a  figure  on  what  that  would  be  and  I  recog- 
nize that  is  not  your  area  or  arena  of  involvement  but  I  am  con- 
cerned about  that  and  I  wonder  if  there  is  anything  you  can  share 
with  us. 

Secretary  CiSNEROS.  Mr.  Knollenberg,  I  am  sorry  I  cannot,  but 
however  that  sorts  out,  I  hope  that  kind  of  issue  does  not  in  any 
way  dissuade  the  committee  from  effective  action  on  this  issue. 

I  was  recently  in  the  Englewood  neighborhood  in  Chicago,  in  the 
southern  part  of  Chicago,  and  talked  to  people  there  on  the  streets 
who  are  not  able  to  make  renovations  to  their  homes  because  they 
cannot  get  the  loans,  largely  in  part  because  the  insurance  compa- 
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nies  have  withdrawn  from  neighborhoods  such  as  that  and  the 
bank  will  not  loan  money  if  there  is  no  insurance. 

In  a  complex  society,  we  may  think  of  a  financial  service  like  in- 
surance as  a  luxury,  but  in  fact  in  the  kind  of  society  we  live  in 
it  is  as  essential  as  the  neighborhood  grocery  store  or  fire  protec- 
tion or  any  other  basic  that  is  an  essential  service  smd  insurance 
falls  in  that  category. 

Enlightened  insurance  companies,  I  think,  know  that  and  are 
willing  to  work  with  us,  but,  unfortunately,  others  are  just  simply 
pulling  out  of  neighborhoods.  So  the  work  that  you  are  doing  in 
this  arena  is  critically  important.  I  hope  the  details  of  issues  like 
census  tracts  versus  ZIP  Codes  can  be  worked  through. 

Mr.  Knollenberg.  Do  you  have  any  personal  opinion  about  one 
versus  the  other? 

Secretary  CiSNEROS.  I  do  not.  I  have  not  studied  that  issue.  I  am 
not  ducking  it,  I  just  do  not  know. 

Mr.  Knollenberg.  Thank  you  very  much.  I  will  yield  the  bal- 
ance of  any  time  back  toyou,  Mr.  Chairman. 

Chairman  Kennedy.  Thank  you.  Larry  LaRocco. 

Mr.  LaRocco.  Mr.  Secretary,  thank  you  for  your  insightful  testi- 
mony here.  I  will  be  brief.  As  lawmakers,  I  think  we  tend  to  like 
to  mEike  laws.  My  question  to  you  is,  do  we  need  any  more  laws 
under  this  administration  to  acnieve  our  goals  here?  You  mention 
on  page  6  of  your  written  testimony  that  you  announced  your  prior- 
ities for  the  first  year  on  fair  housing  and  fair  lending  and  so  forth, 
and  that  these  regulations  are  going  to  serve  as  a  signpost  to  allow 
the  industry  to  take  voluntary  actions  and  as  a  guide  for  the  finan- 
cial regulatory  agencies  to  use  in  their  supervisory  role. 

In  other  words,  should  we  let  this  administration  move  ahead 
and  not  consider  legislation?  Do  you  have  the  authority  you  need 
to  move  forward  with  an  aggressive 

Secretary  Cisneros,  Two  particular  areas.  Continuing  action  by 
the  Congress  is  appropriate.  The  President  called  for  strengthening 
of  the  Community  Reinvestment  Act.  And  I  think  that  needs  tp  be 
done.  Specifically,  anything  that  allows  the  Community  Reinvest- 
ment Act  to  be  a  results-oriented  assessment  as  opposed  to  a 
process-oriented  assessment  is  a  very  important  thing. 

I  had  the  opportunity  in  recent  years  to  serve  as  vice  president 
of  the  Federal  Reserve  Bank  in  Dallas,  the  Dallas  bank,  and  I  was 
always  dismayed  banks  regarded  themselves  as  successful  on  the 
CRA  when  they  had  held  some  community  seminars  or  published 
a  pamphlet  and  had  a  meeting.  That  counted  as  compliance  with 
CRA  instead  of  results  orientation,  had  they  made  any  loans.  That 
is  an  important  improvement  you  can  make. 

Mr.  LaRocco.  Do  we  need  to  do  that  through  legislation,  Mr. 
Secretary? 

Secretary  Cisneros.  It  is  my  understanding  that  the  administra- 
tion's request  under  CRA  would  require  strengthening.  It  would  re- 
quire legislation. 

Finally,  what  we  have  already  discussed  with  respect  to  insur- 
ance redlining  does  require  some  legislation.  These  are  two  areas 
where  I  think  the  Congress  can  continue  to  advance  the  state-of- 
the-art. 
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Mr.  LaRocco.  Your  example  of  meeting  with  Washington  bank- 
ers intrigued  me.  Obviously,  Congresswoman  Waters  read  off  a  list 
that  got  my  attention  witn  California  banks  and  I  am  interested 
in  knowing  more  about  that,  but  it  would  seem  to  me  that  your  dis- 
cussions with  Washington  banks  might  broaden,  as  you  mentioned, 
Chicago,  and  even  perhaps  California  to  do  more  jawboning  to 
come  up  with  best  practices  lists.  Do  you  have  plans  to  do  that  as 
an  agency? 

Secretary  CiSNEROS.  Yes,  sir.  I  have  found  over  the  years  that 
sometimes  just  bringing  people  together  and  sharing  practices  that 
work,  it  can  take  us  a  long  way  down  the  road. 

I  was  impressed  with  the  group  of  bankers  who  came  to  our 
meeting  at  HUD  from  the  Wasnington  area  following  the  Washing- 
ton Post  article. 

Mr.  LaRocco.  Was  it  as  bad  as  the  Post  had  made  it  out  to  be? 

Secretary  CiSNEROS.  I  think  the  circumstances  are  as  bad — I 
think  the  Post  article  was  accurate.  I  think  the  situation  on  the 
ground  is  about  as  bad  as  they  said. 

The  bankers  had  many  soft  rationales  and  reasons  and  so  forth 
that  they  cited,  some  moderately  persuasive,  some  not  persuasive 
at  all.  But  if  we  can  raise  the  level  of  performance  to  the  best  ones, 
because  their  practices  become  the  norm  for  the  industry,  we  will 
have  done  something  significant  and  I  think  we  can  do  that  with- 
out legislation  or  anything  else.  We  just  sort  of  jawbone  them  into 
a  more  responsive  role. 

And,  yes,  I  would  be  willing  to  take  that  concept  to  other  commu- 
nities. We  have  to  pick  where  we  go  next  but  it  is  our  intention 
to  do  that. 

Mr.  LaRocco.  Well,  you  have  a  large  task  ahead  of  you,  and  I 
stand  ready  to  assist  in  that.  My  first  choice  is  not  to  move  quickly 
toward  legislation  but  to  give  this  administration  an  opportunity  to 
work  within  the  existing  framework  of  statutes  that  you  have.  And 
I  take  that  approach  in  many  areas  of  our  government  at  this  time, 
thinking  that  a  desire  to  govern  and  to  bring  people  together  to 
work  and  bring  out  the  best  in  the  private  sector  is  a  good  course. 
Of  course,  if  we  need  to  strengthen  statutes  or  create  new  ones, 
then  where  we  see  discrimination  and  unfair  practices  then  we 
should  move  ahead  with  all  deliberate  speed. 

If  you  have  anything  further  there,  Mr.  Secretary. 

Secretaiy  Cisneros.  Just  a  note  that  indicates  most  of  what  I 
just  described  concerning  CRA  can  be  done  through  regulatory 
processes  of  the  OCC  and  would  not  require  legislation.  So  I  mis- 
stated myself  on  the  point  regarding  CRA. 

Mr.  LaRocco.  Thank  you.  Mr.  Chairman,  yield  back. 

Chairman  Kennedy.  Thank  you  very  much,  Mr.  LaRocco.  Mr. 
Baker. 

Mr.  Baker.  Thank  you,  Mr.  Chairman. 

Good  morning,  Mr.  Secretary.  I  want  to  ask  a  couple  of  questions 
about  general  policy  direction  from  your  unique  perspective  at 
HUD. 

If  we  were  to  put  into  place  all  of  the  reform  measures  you  have 
outlined  and  we  were  actively  in  pursuit  of  the  goals,  what  would 
ultimately  be  the  result  of  a  successful  CRA  initiative?  Would  it, 
in  fact,  bie  to  have  extensions  of  credit  within  a  community  reflect 
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generally  the  makeup  of  minorities  and  women  in  that  community; 
or  is  it  the  idea  of  CRA  within  appropriate  fiduciary  financial  regu- 
latory policies  to  extend  as  much  as  is  practicable  but  to  balance 
it  against  the  other  side  of  the  regfulatory  fence,  which  is  safety  and 
soundness  questions? 

Do  we  think  if  we  put  into  place  those  reforms  proposed  by  the 
President  that  we  ultimately  get  to  a  credit  mix  that  reflects  those 
minority  participations  and  do  we  simply  stop  at  regulated  finan- 
cial institutions? 

We  are  talking  about  the  sale  of  a  product:  Money.  Money  is  sold 
by  many  people  in  America,  whether  you  call  it  securities,  whether 
you  call  it  finance,  whether  you  call  it  a  credit  card  insurer,  wheth- 
er it  is  Sears  selling  a  credit  card.  What  about  a  retailer  who  ex- 
tends credit  on  a  90-day  basis  to  a  person  who  makes  installment 
loans  for  the  purchase  of  bedding  and  furniture? 

Should  we  not  extend  the  same  criteria,  if  the  philosophy  is  well- 
founded,  not  simply  to  principal  regulated  financial  institutions, 
since  our  goal  is  to  make  sure  that  credit  extension  and  sale  of 
money  in  tnis  country  is  in  fact  blind  to  racial  and  minority  ques- 
tions? Should  not,  in  logic,  it  be  extended  to  that  effect?  And  we 
then  get  into  a  very  expensive  regulatory  process. 

I  am  making  that  rather  facetious  statement  because  I  know  that 
would  not  happen,  to  then  really  ask,  what  about  the  validity  of 
the  counterproposal  the  President  has  also  offered  and  your  famili- 
arity with  the  idea  of  community  development  banks,  where  we 
generate  capital  for  a  government-driven  agency  which  seeks  out 
the  credit  needs  of  minorities  and  women  and  others,  whoever  that 
might  be,  who  may  legitimately  need  access  to  credit,  and  would 
it  rather  not  be  advisable  to  have  funding  at  a  significant  level 
made  available  for  a  community  development  bank  concept  for 
inner  cities  and  rural  lending  by  allowing  financial  institutions  to 
buy  their  way  out?  Pay  a  fee? 

As  I  understand  it,  the  $400  million  capitalization  suggested  now 
for  community  development  banks,  in  my  opinion,  is  only  enough 
nationwide  to  send  people  to  jail,  not  to  satisfy  community  rein- 
vestment requirements.  Where  if  we  were  to  assess  all  financial  in- 
stitutions in  the  country  an  annual  fee  of  some  sort,  relieve  them 
of  having  to  do  the  job  which  they  have  been  accused  of  doing  so 
miserably  in  the  first  place  and  in  some  cases  without  any  degree 
of  success  as  outlined  by  earlier  witnesses  this  morning,  we  might 
achieve  two  purposes. 

One.  we  would  allow  institutions  to  operate  on  a  financially  for- 
profit  basis  and  yet  allow  them  to  capitalize  a  government  program 
which  would  ensure  access  to  credit  would  be  available  to  those 
who  really  need  it  but  may  not  be  able  to  meet  the  credit  standards 
as  now  applied  by  the  tightened  regulatory  world. 

We  have  two  conflicting  paths  which  is  forcing  a  not-for-profit 
policy  into  a  for-profit  financial  system.  I  don't  think  it  will  ever 
work  given  the  current  direction  oi  our  motives.  Can  you  comment? 

Secretary  Cisneros.  Mr.  Baker,  let  me  try  to  take  the  pieces  of 
your  question  and  try  to  address  them  as  directly  and  concisely  as 
I  can. 

First,  I  have  never  heard  in  any  discussion — and  let  me  say  I 
spesdc  here  in  some  ways  for  myself  because  there  is  no  policy  guid- 
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ance  on  this  issue — I  have  never  heard  in  any  discussion  that  the 
goal  someho^  is  to  create  an  exact  match  between  banking  re- 
sources and^e  application  of  the  population  as  if  somehow  there 
was  a  quota  system  for  the  dispensing  of  credit.  That  is  not  the 
concept  here. 

What  is  at  work  is  to  end  discrimination.  To  end  the  situation 
that  exists  that  the  Federal  Reserve  Bank  identified  in  Boston.  Not 
some  wild  eyed  advocacy  group  but  the  Federal  Reserve  Bank  iden- 
tified as  a  60  percent  greater  likelihood  of  discrimination  when  per- 
sons of  color — ^Afi^csm-Americans,  Hispanics — go  for  credit. 

It  used  very  sophisticated  testing  mechanisms  to  determine  that; 
testing  mechanisms  that  send  in  a  person  of  same  occupation,  same 
age,  same  background,  same  in  every  respect  save  one,  that  being 
color  of  skin  and  the  first  person  goes  in  is  told,  yes,  there  are  re- 
sources available  for  them  with  these  credit  characteristics.  And 
the  next  person  goes  in  and  is  told  they  are  not  and  the  only  dif- 
ference between  them  is  the  color  of  their  skin. 

I  think  that  is  all  we  are  seeking  to  do  is  make  opportunity  avail- 
able for  people  who  are  in  essentially  the  same  state  of  life. 

The  Federal  Reserve  Bank  showed  people  who  have  excellent 
credit  were  treated  without  discrimination  and  people  who  have 
horrible  obvious  credit  problems  did  not  get  loans.  But  the  people 
in  the  middle  who,  where  judgment  was  required,  that  there  was 
discrimination. 

So  what  I  think  we  all  strive  for  through  these  various  strategies 
of  CRA  enforcement  and  HMDA  data  and  community  development 
banks  and  all  the  rest  of  it  is  to  achieve  something  that  resembles 
access  and  opportunity. 

Now,  as  for  your  point  that  would  this  then  extend  this  logically 
to  other  financial  devices  and  instruments?  I  don't  know  what 
might  be  the  logical  next  step.  I  do  know  this,  several  years  ago 
we  didn't  care  much  about  access  to  bank  credit;  now  we  do.  Now 
we  are  opening  the  question  of  access  to  insurance.  But  I  would 
argue  that  that  is  perfectly  legitimate  because,  as  I  said  a  moment 
ago,  in  a  complex  society  where  credit  and  finances  govern  so  much 
of  what  we  can  achieve  in  life,  it  is  not  a  luxury,  it  is  a  necessity. 

Now,  if  you  are  asking  me,  will  this  then  necessarily  extend  to 
something  else?  I  don't  know  what  the  march  of  social  progress  and 
time  will  determine,  but  I  do  know  those  that  have  been  identified 
today,  banking,  mortgages,  and  insurance  are  critical  to  creating 
opportunity. 

Finally,  would  I  favor  something  like  banks  being  able  to  buy 
their  way  out  of  community  development  banks  or  CRA  regula- 
tions? I  personally  would  not,  and  I  speak  only  for  myself  because 
I  don't  think  we  should  create  a  system  where  people  are  allowed 
to  turn  their  back  on  larger  social  problems  for  a  fee.  I  think  we 
have  to  create  ^system  where  everyone  accepts  a  responsibility  for 
the  pressing  problems  of  the  society,  and  these  measures,  I  think, 
are  a  responsible  measured  moderate  way  of  getting  there;  trying 
to  save  the  best  features  of  our  existing  free  enterprise  banking 
system  but  introducing  a  measure  of  responsibility. 

Mr.  Baker.  I  am  out  of  time. 

Chairman  Kennedy.  Nydia  Velazquez. 
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Ms.  Velazquez.  Thank  you,  Mr.  Chairman,  and  I  just  want  to 
make  two  comments,  Mr.  Secretary. 

I  am  so  glad  to  hear  that  you  are  commenting  on  the  fairness 
and  validity  of  using  testers,  and  also  my  other  concern  is  about 
oversight  office,  GES.  I  want  to  commend  you  for  the  appointment 
of  Aida  Alvarez  but  I  am  also  concerned  we  should  provide  the 
tools  and  resources  that  she  needs  to  comply  with  the  legal  man- 
date of  that  office. 

Thank  you,  Mr.  Chairman. 

Secretary  CiSNEROS.  Thank  you  very  much.  I  think  she  is  going 
to  have  the  tools  that  she  needs.  I  think  she  is  satisfied  she  was 
able  to  get  the  staffing  and  the  budgeting  that  she  needs  to  carry 
out  the  job.  That  is  one-half  of  the  job.  That  is  the  safety  and 
soundness  part  of  the  job.  The  other  half  of  the  job  HUD  must  do 
is  to  enforce  the  goals.  That  is  in  another  part  of  the  organization, 
by  law. 

I  might  say  we  had  a  successful  meeting  with  Fannie  Mae  last 
week  to  talk  about  specific  initiatives,  and  I  am  hopeful  that  this 
is  going  to  be  a  very  successful  relationship.  Thank  you. 

Chairman  Kennedy.  Mike  Castle. 

Mr.  Castle.  Mr.  Chairman,  may  I  submit  an  opening  statement? 
I  was  not  here  in  the  beginning.  I  apologize. 

Chairman  Kennedy.  Without  objection,  so  ordered. 

Mr.  Castle.  Mr.  Secretary,  I  will  just  ask  a  general  question.  I 
hear  constantly  from  bankers  that  the  CRA  is  really  a  mess.  It  is 
in  all  our  literature  too  and  you  are  here  for  that  reason  to  some 
degree  and  they  have  tremendous  problems  with  it. 

Secretary  CiSNEROS.  What  is  that? 

Mr.  Castle.  The  bankers  say  the  CRA  as  it  exists  today  is  a 
mess.  And  I  realize  some  of  the  other  witnesses  who  are  to  testify 
later  can  answer  this  better,  and  the  Federal  bank  regulators  are 
trying  to  revise  the  regulations,  but  people  in  the  banking  commu- 
nity who  I  believe  are  acting  in  good  faith,  and  that  is  always  dis- 
putable I  guess,  but  I  believe  they  have  done  a  good  job  in  the  com- 
mimity  and  they  are  trying  to  respond  with  you,  they  are  saying 
they  are  spending  an  inordinate  amount  of  time  on  CRA  paperwork 
and  its  procedures  and  process,  and  so  forth,  that  it  detracts  from 
being  able  to  make  the  loans  or  whatever. 

It  seems  to  me  maybe  the  Federal  Government  has  gotten  into 
something  where  we  are  better  off  without  it  as  it  currently  exists 
and  better  with  some  sort  of  public  persuasion  or  hiring  some  sort 
of  advocate  who  would  go  in  there  and  embarrass  those  who  are 
not  doing  particularly  well  in  investing  in  their  communities. 

I  have  also  heard  from  community  groups  that  they  are  not  to- 
tally satisfied  with  this.  I  don't  know  what  the  answer  is,  but  your 
Department  in  particular  deals  with  this  in  discrimination  and 
problems  and  regulations  like  this  in  so  many  ways,  and  your  back- 
ground is  so  great  as  an  executive  in  trying  to  straighten  these 
things  out  that  I  would  hope  the  compliment  would  be  to  try  to 
make  these  things  work,  not  to  expand  the  laws  we  have  and  ex- 
pand the  regulations  before,  but  make  it  work  for  the  purpose 
which  is  the  bottom  line. 

It  is  like  a  business  that  has  great  sales  but  has  tremendous 
overhead  and  the  bottom  line  is  there  is  not  much  profit.  We  don't 
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have  the  money  going  out  into  the  community  we  should  and  it  is 
to  some  degree  true  in  some  of  our  housing  programs.  We  get  aw- 
fully tied  up  with  the  bureaucracy  and  the  paperwork  and  we  do 
not  build  houses  for  people  and  do  not  give  them  the  opportunity. 

I  know  I  am  beating  a  dead  horse  to  some  degree  with  you  be- 
cause I  know  you  are  coming  from  that  same  perspective,  but  I  re- 
iterate while  you  are  here  in  front  of  us  and  I  nave  the  opportunity 
to  say  something. 

Secretary  Cisneros.  Thank  you  very  much,  Mr.  Castle.  I  want 
to  speak  to  the  second  sentence  you  uttered,  and  that  is  maybe  we 
would  be  better  off  without  it.  And  I  would  just  say  that  if  we  were 
to  ever  fall  victim  to  that  temptation  to  just  say,  well,  this  is  some- 
how so  complicated,  therefore,  we  ought  not  do  it,  I  think  we  would 
deny  an  awful  lot  of  people  the  access  to  credit  that  they  need. 
What  effectively  would  happen  is  that  banks  would  follow  the 
course  of  least  resistance  and  stay  out  of  many  markets  that  are 
a  little  more  complex,  and  so  I  think  what  we  have  to  do  is  fix 
CRA. 

Mr.  Castle.  May  I  interrupt?  I  mean,  you  are  taking  that  out 
of  context  a  little  bit.  I  said  maybe  we  are  better  off  without  doing 
it  that  way;  perhaps  by  having  an  advocacy  system  or  something, 
I  think  we  should  look  deeper  at  how  we  are  doing  it.  If  we  have 
set  up  a  system  that  is  counterproductive  or  not  as  efficient  and 
productive  as  it  could  be,  are  we  doing  the  right  thing? 

Secretary  Cisneros.  I  don't  think  we  are  doing  the  right  thing 
in  the  way  it  is  operating  now.  I  have  watched  it  work  as  a  mem- 
ber of  the  Federal  Regional  Bank  Board,  and  the  banks  felt,  first 
of  all,  completely  tied  in  knots  by  the  regulations,  the  oversight, 
the  duplication  of  Federal  regulators  coming  in.  And  really  what 
they  were  graded  on  was  did  they  publish  a  pamphlet.  Not  whether 
they  made  the  loans  but  what  is  the  nature  of  the  process;  did  they 
have  a  pamphlet,  have  some  meeting,  do  some  presentations  in  the 
community. 

So  I  think  the  President  is  trying  find  a  way  to  get  to  results  and 
we  all  need  to  cooperate  and  see  if  we  can  find  a  way  to  get  there. 

This  is  a  magnificent  country  and  it  sometimes  goes  at  policy  in 
fits  and  starts.  It  takes  small  steps.  They  are  not  exactly  right;  we 
make  another  change  and,  as  a  result,  we  have  created  the  greatest 
country  on  Earth.  And  I  have  to  believe  in  this  area  of  accessibility 
to  credit  and  financial  opportunities.  This  is  a  wonderful  frontier 
of  opportunity  to  create  a  new  level  of  iustice  in  the  society;  that 
we  can  do  this  without  having  to  be  overly  oppressive  on  companies 
and  so  forth. 

And,  frankly,  I  think  that  the  mixture  of  things  now  in  place  can 
be  made  to  work,  between  the  GSA  role,  the  GSE  role,  which  deals 
with  the  securitization  and  secondary  market  problem,  and  the 
new  kind  of  cooperation  with  banking  institutions  and  so  forth.  We 
are  on  the  edge  of  maybe  something  really  big  in  terms  of  an  explo- 
sion of  opportunity  in  housing  and  community  redevelopment  and 
we  have  to  just  get  there. 

Mr.  Castle.  I  hope  you  are  right,  sir.  Thank  you. 

Chairman  Kennedy.  Let's  see,  who  is  next.  Let  me  just  figure 
this  out.  Elizabeth  Furse. 

Ms.  Furse.  I  have  no  questions.  Thank  you,  Mr.  Chairman. 
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Chairman  Kennedy.  OK  Tom  Barrett. 

Mr.  Barrett.  Thank  you,  Mr.  Chairman. 

First  of  all,  Mr.  Secretary,  I  applaud  your  efforts  in  this  area.  I 
think  you  are  truly  bringing  some  leadership  and  some  aggressive 
leadership  to  bringing  fairness  into  the  lending  community  and 
specifically  I  applaud  your  efforts  to  move  forth  on  the  insurance 
issue,  because  I  agree  with  you  that  the  insurance  issue  is  just  part 
and  parcel  of  this  whole  problem. 

When  I  look  at  the  Community  Reinvestment  Act  and  I  hear  the 
same  complaints  from  my  lenders  that  this  is  a  paperwork  mon- 
strosity, I  have  empathy  for  them  because  I  don't  particularly  like 
paperwork  myself  But  if  you  look  at  the  grades  for  most  of  the 
lenders  in  my  community,  they  all  get  very  high  grades.  So  if  you 
left  a  meeting  of  lenders  or  other  lenders  you  would  think  when 
you  were  driving  home  you  would  have  Leave  it  to  Beaver  house 
after  Leave  it  to  Beaver  house,  but  that  is  not  the  case.  There  is 
a  lot  of  poverty. 

And  so  it  just  does  not  make  sense  to  me  that  we  have  all  this 
great  performance  under  the  CRA,  yet  you  look  at  the  stark  reali- 
ties of  driving  through  the  neighborhoods  and  that  is  not  the  case. 

Secretary  Cisneros.  I  agree. 

Mr.  Barrett.  Specifically,  are  you  talking  about  moving  to  a 
quota  system  for  a  number  of  loans  or  how  do  we  get  out  of  that 
paperwork  morass  into  what  everyone  agrees  is  the  ultimate  goal 
and  that  is  having  a  better  economic  situation  in  these  neighbor- 
hoods? 

Secretary  Clsneros.  I  think  it  will  take  a  combination  of  things. 
I  think  it  will  take  the  kind  of  community  by  community  jawboning 
I  have  talked  about  to  pull  the  bankers  together  to  try  to  bring 
some  peer  pressure,  bankers  working  with  each  other,  open  up  to 
them  the  competitive  opportunities  that  exist,  and  some  of  them 
see  well  enough  that  they  can  make  money  in  these  settings. 

Combine  that  with  initiatives  like  the  community  development 
bank  proposal  which  puts  financial  institutions  in  place  where  the 
banks  fear  and  fail  to  go;  enhance  the  role  of  institutions  like 
Fannie  and  Freddie,  which  are  there  to  serve  as  a  backup  in  the 
secondary  market,  purchasing  mortgages  once  the  banks  have 
made  them;  and  the  net  effect  of  all  those  things,  I  think,  is  our 
best  hope.  Combine  this  with  active  pressure  from  OCC  and  the 
other  regulators  under  a  strengthened  Community  Reinvestment 
Act. 

You  put  all  those  pieces  in  place  and  there  ought  to  be  enough 
incentive  for  people  to  be  able  to  do  the  right  thing. 

I  was  stunned  in  that  Washington  Post  article  with  a  banker  in 
the  Washington  area  who  in  describing  why  in  the  Bethesda 
branch  they  had  nice  carpets  and  chandeliered  ceilings  and  wood- 
paneled  offices  with  fern  plants  and  so  forth  in  the  Bethesda 
branch  but  then  in  the  southeast  Washington  branch  had  no  car- 
pets and  virtually  government-issued  furniture  and  so  forth.  When 
asked  why  the  difference  he  said,  well,  we  think  people  would  be 
intimidated  if  they  went  into  nice  surroundings  because  they  would 
not  be  used  to  them  and  they  needed  to  have  something  that  was 
more  hke  what  they  would  be  used  to.  Actually  said  that  as  a  cor- 
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porate  rationale  for  the  different  treatment  of  different  people  in 
different  neighborhoods  and  went  public  with  that. 

Now,  I  confronted  that  bank  with  that  assertion  and  they  said 
that  they  had  been  misquoted,  that  that  was  not  a  real  statement 
of  their  corporate  policy.  But  it  is  that  kind  of  in  sensitivity,  either 
in  statement  or  in  actual  fact,  that  they  have  done  that  needs  to 
be  addressed,  in  addition  to  all  the  things  we  can  do  legislatively 
and  some  of  that  we  just  have  to  do  by  hammering  away  at  this 
problem  relentlessly. 

Mr.  Barrett.  Thank  you.  Thank  you,  Mr.  Chairman. 

Chairman  KEN^fEDY.  Mr.  Ldnder. 

Mr.  LiNDER.  Mr.  Secretary,  is  it  your  judgment  that  access  to 
credit  mortgages  and  insurance  is  a  constitutional  right? 

Secretary  Cisneros.  Well,  sir,  I  don't  know  whether  I  would  put 
it  in  the  category  of  a  constitutional  right,  but  in  the  pursuit  of 
fairness,  of  justice,  of  happiness,  which  are  constitutional  ideals.  In 
a  modem  society,  access  to  financial  credit  is  an  essential  neces- 
sity. It  is  a  vital  part  of  how  our  society  functions,  so  it  is  pretty 
doggone  close  to  what  it  takes  to  survive  in  American  society.  But 
whether  I  would  call  it  a  constitutional  right  or  not,  I  am  not  sure, 
but  people  cannot  very  well  survive  without  it. 

Mr.  Lender.  So  you  think  it  is  pretty  close  to  it. 

Secretary  Cisneros.  Yes,  sir. 

Mr.  LiNDER.  Are  you  aware  some  of  the  information  requested  of 
insurance  companies  to  determine  whether  there  is  redlining  is,  in 
some  States,  actually  illegal  for  them  to  ask? 

Secretary  Cisneros.  No,  I  am  not. 

Mr.  LiNDER.  Why  did  insurance  companies  withdraw  from  cer- 
tain areas?  Is  it  out  of  spite  or  are  they  losing  money?  Why  do  Chi- 
cago insurance  companies  withdraw  from  certain  areas? 

Secretary  Cisneros.  I  think  they  make  the  judgment  that  the  ac- 
tuarial risks  exceed  from  what  they  can  do  from  a  business  stand- 
point, and  frequently  they  will  analyze  it  on  a  neighborhood-by- 
neighborhood  basis  instead  of  spreading  the  risk  across  the  whole 
company.  They  will  look  at  profit  centers  on  a  more  focused  basis. 

Mr.  LiNDER.  So  it  is  a  legitimate  governmental  interest  to  force 
them  to  make  decisions  they  would  not  otherwise  make  for  a  for- 
profit  basis? 

Chairman  KENNEDY.  Would  the  gentleman  yield  on  that  point? 

Mr.  LiNDER.  Sure. 

Chairman  Kennedy.  It  is  not  illegal  for  the  government  to  re- 
quest information  on  race,  if  that  is  what  your  question  is  driving 
at,  John,  for  the  purposes  of  making  a  determination  as  to  whether 
or  not  discrimination  is  taking  place. 

Mr.  LiNDER.  In  some  States  it  is  illegal  for  them  to  ask  that 
question. 

Chairman  Kennedy.  I  don't  believe  that  is  true,  not  for  the  gov- 
ernment to  request  the  information  for  a  governmental  purpose. 

Mr.  LiNDER.  The  point  is,  it  is  illegal  for  the  company  selling  the 
insurance  to  ask  some  of  these  questions. 

Chairman  KENNEDY.  Not  if  they  are  doing  it  for  a  governmental 
purpose. 

Mr.  LiNDER.  We  will  differ  on  that. 
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Secretary  Cisneros.  There  are  many  industries,  Congressman, 
where  the  government  does  stipulate  for  the  pubHc  good  that  what 
otherwise  might  be  done  purely  on  efficiency  and  profit  pounds 
ought  to  be  done  differentW  because  there  is  a  larger  public  good. 
The  airlines,  for  example,  mce  many  safety  regulations  which  they 
might  not  otherwise  push  to  that  extreme  left  unregulated  on  these 
questions  because  it  is  in  the  public  good  to  do  so. 

So  there  is  a  long  history  of  identifying  areas  where  the  public 
good  is  served  and  the  profit  motive  takes  second  place. 

Mr.  Lender.  I  certainly  agree  and  it  is  getting  longer. 

Are  you  aware  some  of  these  areas  insurance  companies  have 
withdrawn  from  insuring,  they  no  longer  have  neighborhood  gro- 
cery stores  or  movie  theaters  or  drug  stories  or  Wal-Marts?  Are  you 
aware  of  those  things? 

Secretary  Cisneros.  Yes,  sir.  The  very  neighborhood  I  described 
a  moment  ago,  the  Englewood  area,  represented  by  Congressman 
Bobby  L.  Rush,  which  I  walked  through  the  same  day,  I  learned 
insurance  companies  were  withdrawing  from  that  neighborhood.  I 
also  walked  pass  a  Jewel  supermarket  which  was  about  to  close  be- 
cause that  groceTy  chain  was  about  to  go  out  of  business. 

Mr.  LiNDER.  Would  it  be  a  logical  next  step  to  mandate  grocery 
stores  and  movie  theaters  disperse  themselves  through  commu- 
nities based  on  government  interests? 

Secretary  Cisneros.  In  that  case,  other  neighborhood  entre- 
preneurs can  more  easily  move  in  and  create  a  mom  and  pop  store 
so  that  the  grocery  product  will  be  available  to  people.  But  insur- 
ance, being  the  kind  of  product  that  it  is,  it  is  not  likely  that  some 
other  small  entrepreneur  will  be  able  to  provide  that  service.  We 
do  that  on  a  large  company  spread-the-risk  basis. 

Mr.  LiNDER.  Isn't  it  a  fact  most  of  the  people  are  withdrawing 
from  some  of  these  neighborhoods  because  the  movie  theaters  ana 
grocery  stores  are  not  patronized  by  the  people  living  there,  and 
the  reason  they  don't  patronize  them  is  because  of  crime  and  the 
risk  of  crime  to  their  own  persons? 

Secretary  Cisneros.  I  would  say  it  is  much  more  complex  than 
that,  and  what  you  find  is  a  vicious  cycle  of  interwoven  realities. 
They  cannot  get  insurance  or  financing,  therefore  they  cannot  re- 
build or  furnish  a  home.  You  have  to  have  a  mass  of  families  stay- 
ing there  and  with  consumer  dollars  to  sustain  those  grocery  stores 
and  neighborhoods  and  so  forth.  These  things  all  fit  together, 
which  makes  my  point  about  the  importance  of  insurance  and 
credit. 

Mr.  LiNDER.  Thank  you. 

Chairman  Kennedy.  Maxine  Waters. 

Ms.  Waters.  Thank  you  very  much.  Mr.  Secretary,  I  would  like 
to  thank  you  for  the  time  that  you  have  spent  with  tnis  subcommit- 
tee since  your  confirmation  and  for  being  here  today  and  for  your 
interest  in  areas  that  have  long  been  overlooked. 

I  am  very  interested  in  rulemaking  and  you  have  identified  that 
rulemaking  to  define  discrimination  is  one  of  the  areas  that  you 
will  be  actively  involved  in,  and  I  think  that  is  great  because  we 
have  individuals  who  have  come  before  this  subcommittee  who 
have  indicated  in  one  way  or  the  other  they  did  not  know  they 
were  discriminating.  They  did  not  know  what  to  do  about  it,  and 
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agencies  that  have  not  charged  anyone  with  discrimination  in  their 
oversight  responsibility,  so  perhaps  this  can  help  us. 

Now,  one  of  the  things  that  I  have  learned  about  rulemaking  in 
Federal  Government  is  that  unless  you  have  individuals  serving  on 
the  rulemaking  panels,  in  some  instances  you  are  not  going  to  get 
a  good  outcome.  Do  you  know  how  the  rulemaking  procedure  works 
and  whether  or  not  there  are  panels  that  we  have  to  do  something 
about,  making  them  diverse  or  making  them  representative.  Can 
you  explain  how  this  will  be  set  up? 

Secretary  Cisneros.  At  HUD  we  have  traditionally,  in  writing 
regulations,  brought  many  people  together  representing  consumers, 
the  industry,  neighborhood  organizations,  and  so  forth,  before  we 
even  draft  regulations,  and  I  will  assure  you  when  we  draft  regula- 
tions on  this  subject  that  we  will  cast  a  very  wide  net.  And  you  can 
rest  with  comfort  that  diversity  and  inclusiveness  will  be  the  order 
of  the  day. 

The  rulemaking  process  in  the  Federal  Government  is  very  com- 
plex. We  write  rmes,  they  go  through  two  or  three  clearances  with- 
in the  building  to  make  sure  they  have  covered  every  possible  divi- 
sion we  are  responsible  for,  they  go  to  the  Office  of  Management 
and  Budget  for  an  extensive  clearing  process  that  involves  other 
Federal  departments. 

It  is  a  long  time  from  wish  to  regulation,  but  we  start  with  con- 
sultation very  broadly,  and  I  will  assure  you  that  will  occur  in  this 
case.  And  if  there  is  any  particular  person  or  interest  or  organiza- 
tion that  you  feel  needs  to  be  at  the  table  or  in  the  discussion,  I 
would  be  happy  to  receive  that. 

Ms.  Waters.  Thank  you  very  much. 

Chairman  Kennedy.  Let's  see,  Albert  Wynn. 

Mr.  Wynn.  Thank  you,  Mr.  Chairman,  and  thank  you,  Mr.  Sec- 
retary, for  appearing.  It  seems  to  me  that  we  are  somewhat  danc- 
ing around  a  central  issue  in  the  whole  discussion  of  discrimination 
and  it  has  been  alluded  to  in  somewhat  hushed  tones  and  kind  of 
rejected.  I  am  now  not  talking  about  quotas,  but  it  seems  we  are 
in  a  contradictory  situation. 

You  stated  that  you  believe  discrimination  exists,  racial,  ethnic 
discrimination  exists,  but  yet  we  have  not  really  talked  about  any 
concrete  ways  to  address  it,  and  this  is  not  an  abstraction.  The  fact 
of  the  matter  that  people,  human  beings  discriminate,  it  seems  to 
me  there  are  two  areas  we  need  to  discuss. 

One,  how  we  can  have  more  diversity  at  the  loan  officer  level  so 
that  people  in  the  community  who  know  others  in  the  community 
and  know  the  community  can  be  involved  in  the  decisionmaking; 
and,  two,  whether  we  can  actually  see  some  results.  And  I  am  not 
necessarily  calling  for  credit  quotas,  but  actually  see  some  more 
result-oriented  lending. 

I  would  like  you  to  comment  on  this,  because  I  have  had  local 
hearings  in  my  district  and  I  have  talked  to  a  lot  of  people  and  the 
same  comments  are  made.  The  loan  officers  are  not  from  our  com- 
munity; many  times  not  from  our  State.  They  are  making  decisions 
about  creditworthiness  and  they  have  no  basis  for  relating  to  the 
communities.  The  loan  officers,  the  loan  committees,  the  boards  of 
directors  do  not  reflect  the  diversity  or  the  cultural  makeup  of  this 
community. 
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How  can  we  expect  to  get  some  fair  lending  to  take  place?  I  think 
that  is  a  valid  question  and  I  would  like  to  hear  your  comments 
on  that  as  well  as  your  thoughts  about  whether  or  not  there  ought 
to  be  some  proportionality  with  respect  to  the  availability  of  credit 
in  minority  communities. 

Secretary  Cisneros.  First  of  all,  let  me,  if  I  may,  respectfully 
take  issue  with  the  suggestion  that  the  things  we  have  put  on  the 
table  here  do  not  speak  to  the  issue  of  discrimination,  because  I  do 
believe  that  when  we  do  things  like  issue  new  regulations  redefined 
in  specific  ways  that  both  banking  and  government  can  act  upon, 
which  has  not  been  done  in  25  years,  and  pull  bankers  together  to 
talk  about  access  avEulability  so  that  they  can  rise  to  a  higher 
standard,  while  it  may  not  be  as,  on  the  street,  direct  as  I  would 
like  if  I  were  at  the  local  level,  speaking  from  a  governmental  agen- 
cy that  deals  with  a  whole  country,  it  is  the  realm,  the  milieu,  the 
tools  we  have  to  work  with  and  we  are  moving  forward. 

Mr.  Wynn.  And,  forgive  me,  I  did  not  intend  to  denigrate  your 
efforts  in  any  way.  I  wanted  to  draw  a  specific  focus  on  it. 

Secretary  Cisneros.  But  I  do  want  to  speak  to  the  two  specific 
things  you  have  raised. 

First  of  all,  I  don't  know  how  wc  can  address  the  subject  of  the 
employment  diversity  of  profitmaking  companies  that  are  not  gov- 
ernmental institutions.  Obviously,  diversity  is  an  important  thing 
we  can  work  for  in  government,  but  difficult  to  achieve  in  the  pri- 
vate sector. 

Mr.  Wynn.  Ought  that  be  a  CRA  consideration? 

Secretary  Cisneros.  In  the  same  way,  I  would  say  this:  If  we 
focus  on  results,  what  banks  will  learn  is  that  they  can  achieve  re- 
sults by  the  nature  of  the  hiring  that  they  do;  that  they  are  likely 
to  achieve  better  results  by  having  persons  from  the  community  in 
their  branch  institutions  and  so  forth.  And  it  will  become  a  com- 
petitive reality  if  we  do  this  right;  that  they  hire  people,  that  they 
advertise,  and  so  forth. 

Now,  there  are  some  ways  that  we  can  influence  hiring  in  profit- 
making  companies  that  do  business  with  government.  That  we  do, 
whether  it  is  contractors  who  work  with  government  agencies,  and 
we  encourage  joint  ventures  with  minority  companies  and  so  forth 
as  a  matter  of  course.  But  I  would  argue  that  companies  will  soon 
see  the  wisdom  of  diversity  in  hiring  if  we  put  a  focus  on  results, 
because  that  is  the  way  they  will  be  able  to  achieve  results. 

I  don't  know  that  we  can  get  any  closer  to  stipulating  what  peo- 
ple's hiring  would  be.  I  think  that  is  not  a  step  we  are  willing  to 
take  at  this  time. 

As  for  the  question  of  proportionality  in  the  availability  of  credit, 
I  think  I  answered  earlier  in  response  to  Mr.  Baker  that  I  have 
never  heard  in  any  discussion  that  the  objective  is  some  proportion- 
ality of  credit  that  matches  the  population,  because  this  is  a  pri- 
vate transaction  that  has  to  occur. 

It  largely  is  about  whether  people  are  creditworthy.  The  very, 
very  poorest  of  the  population,  which  is,  as  we  know,  predomi- 
nantly African-American  and  Hispanic  in  this  country  is  under 
most  normal  circumstances  not  going  to  be  creditworthy,  and  there 
is  no  way  to  get  it  creditworthy,  the  very,  verj'  poorest  of  the  popu- 
lation. So  proportionality  in  some  sense  is  not  the  goal  here. 
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What  is  the  goal  is  fair  access;  that  when  people  brine  the  same 
credit  capabilities  that  they  are  not  treated  differently  oecause  of 
their  color  or  any  other  characteristic. 

Mr.  Wynn.  Nifr.  Secretary,  I  am  going  to  take  exception  to  your 
comments  on  the  ground  that  I  assumed  we  were  talking  about 
those  people  who  are  creditworthy,  and  the  discrimination  we  are 
discussing  was  not  with  respect  to  people  who  were  not  credit- 
worthy, regardless  of  their  circumstance,  but  rather  we  were  deal- 
ing with  a  population,  a  universe,  if  you  will,  of  creditworthy 
people. 

And  so  I  don't  think  it  is  fair  to  make  the  suggestion  that  the 
poorest  of  the  poor  should  not  be  included  in  this  discussion.  It  is 
the  creditworthiness  of  the  individual  rather  than  their  status  or 
their  culture  or  anything  like  that,  and  I  don't  think  that  was  a 
fair  statement  on  your  part. 

Secretary  Cisneros.  Well,  even  on  the  issue  of  those  who  are 
creditworthy,  I  don't  know  that  we  can  get  to  the  point  where  we 
are  talking  about  some  measure  of  proportion.  I  don't  know  how 
you  get  to  there. 

I  think  what  we  have  to  do  is  just  absolutely  insist  on  access  and 
then  let  the  marketplace  work.  But,  truthfully,  the  marketplace  is 
not  working  today  because  there  is  not  fairness  and  there  is  not  ac- 
cess and  there  is  not  good  information,  and  we  have  enough  work 
to  do  on  this  agenda  just  to  get  to  that  equality  of  opportunity.  So 
that  would  be  my  comment. 

It  may  not  be  what  you  would  like  to  have  heard  but  it  is  what 
I  believe  at  this  point. 

Mr.  Wynn.  Thank  you. 

Chairman  Kennedy.  Thank  you,  Albert. 

Chairman  Flake. 

Mr.  Flake.  Thank  you,  very  much,  Mr.  Chairman.  First  of  all, 
let  me  welcome  you,  Mr.  Secretary,  and  commend  you  for  the  new 
initiatives  program  that  we  shared  in  at  HUD  last  week,  and  I  am 
certain  working  together  we  will  be  able  to  see  some  movement  for- 
ward, movement  tiiat  will  allow  us  to  see  some  progressive  moves 
made  not  only  within  HUD,  but  for  the  betterment  of  the  areas  in 
which  you  have  responsibility. 

Let  me  also  indicate  that  I  agree  with  your  earlier  statement 
that  certainly  we  do  not  want  to  create  a  process  in  which  banks 
have  an  opportunity  to  buy  out.  I  think  that  gives  us  a  ceiling.  My 
primary  concern  is  access  to  as  much  capital  as  possible.  Once  you 
set  that  ceiling  you  have,  in  effect,  negated  the  possibility  of  their 
being  able  to  feel  obligation  to  go  beyond  whatever  kind  of  ceiling 
we  have  already  set. 

Secretary  CiSNEROS.  That  is  right. 

Mr.  Flake.  You  also  state  it  is  important  to  set  some  responsible 
measure,  processes  which  will  allow  banks  to  be  able  to  participate 
in  a  way  that,  again,  gets  as  much  capital  as  possible  into  those 
communities.  I  hope  that  as  we  move  forward  and  whatever  bank- 
ing legislation  that  is  moved  that  it  does  guarantee  that. 

One  of  the  reasons  I  put  in  my  particular  piece  of  legislation  a 
mainstreaming  approach  was  to  try  to  make  sure  we  set  some 
means  by  which  we  could  have  measured  responses  and  responsible 
action  on  the  parts  of  the  banks,  and  one  reason  I  put  in  a  safe 
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harbor  in  that  bill  was  to  assure  that  community  groups  could  sit 
with  bankers  and  regulators  up  front  so  that  regulators  would  not 
come  in  at  different  entities,  or  different  individuals  come  in,  make 
different  determinations  about  what,  in  fact,  is  CRA  worthy  in 
terms  of  their  analysis. 

So  we  are  still  looking  at  that,  negotiating,  and,  hopefully,  we 
will  come  out  with  some  measure  that  will  allow  for  a  great  deal 
of  involvement  by  community  groups,  but  at  the  same  time,  gain 
the  means  by  which  we  mainstream  bank  involvement  in  those 
communities. 

As  I  have  discussed  with  you  prior  in  other  conversations,  my 
concern  is  that  we  do  not  recreate  model  cities  or  a  program  that 
leaves  people  marginalized  when  that  program  has  come  to  its  con- 
clusion, but  rather  we  do  the  best  possible  job  of  main  streaming. 

I  think  you  represent  for  us  a  very  real  hope  and  possibility  for 
being  able  to  turn  communities  around.  Your  actions  tnus  far  clear- 
ly speak  to  the  fact  that  you  are  willing  to  move  beyond  iust  an- 
nouncements, to  a  level  of  action  that  is  not  only  involvea  by  the 
Department,  but  by  you  personally  and  taking  those  kinds  of  risks, 
from  press  releases,  which  we  have  had  so  many  of  since  1988 
when  we  talked  about  fair  housing  and  the  previous  administration 
sent  people  all  over  the  country  to  talk  about  it,  and  then  we  found 
no  relief  for  those  people  who  were  burdened  and  were  supposed 
to  be  relieved. 

We  are  tired  of  rhetoric,  and  I  think  you  move  us  to  a  level  of 
a  new  kind  of  response  and  I  am  happy  about  that.  I  think  if  we 
can  move,  Mr,  Secretary,  that  98  percent  of  those  banks,  if  we  can 
move  a  percentage  of  them  out  of  satisfactory  into  an  outstanding 
category,  we  will  have  given  to  the  communities  of  this  Nation 
amounts  of  resources  that  have  been,  that  are  almost  unimagina- 
ble. 

I  think  that  with  your  cooperation  and  with  the  direction  that 
you  are  going,  working  with  Gene  Ludwig  and  the  other  regulators 
that  I  have  had  opportunities  to  speak  with,  we  do  have  an 
opportunity. 

I  would  hope  that  as  you  continue  to  move  forward  and  we  con- 
tinue to  work  together  we  will  be  able  to  see  the  change  that  is  im- 
portant for  America  and  just  as  we  make  arguments  for  the  ration- 
ale for  NAFTA,  we  will  also  make  those  arguments  as  you  are 
doing,  I  think,  very  adequately,  rationalizing  how  we  resolve  what 
I  keep  saying  is  a  third  world  nation  within  our  borders. 

I  don't  have  any  questions,  but  I  certainly  give  you  commenda- 
tions for  what  you  have  done  so  far. 

Secretary  Cisneros.  Thank  you  very  much.  Congressman.  If  I 
may,  Mr.  Chairman,  one  quick  word  of  response,  and  that  is,  I  real- 
ly do  hope  that  the  committee  has  the  opportunity  at  some  point 
to  meet  Roberta  Achtenberg.  She  is  out  of  town  today,  but  she  real- 
ly has  a  handle  on  not  only  this  approach  to  discrimination,  but 
many  of  the  other  things  that  are  her  responsibilities  at  HUD. 

Second,  quickly,  what  you  describe  as  our  agenda  and  what  you 
are  discussing  here  today  will  take  on  greater  importance  in  our  ef- 
forts to  revitalize  communities  and  help  people  in  an  era  when  the 
Federal  Government,  with  its  own  resources,  must  necessarily  do 
less. 
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We  have  all  just  been  through  a  budget  fight  and  know  how  dif- 
ficult it  was  and  I  can  tell  you  fi*om  our  standpoint  it  is  devastating 
at  JfUD  to  deal  with  the  caps  and  what  they  will  mean  for  pro- 
grams, but  if  we  can  find  wavs  to  direct  capital  that  now  exists  in 
the  American  system,  in  banking  and  mortgage  resources  and  oth- 
ers to  our  communities  to  replace  what  we  cannot  do  with  govern- 
ment dollars,  it  really  is  critical. 

And  at  HUD,  we  can  do  a  lot  in  this  area.  We  can  do  an  awful 
lot  with  not  a  lot  of  money,  because  you  do  not  have  to  have  a  lot 
of  staff  and  a  lot  of  program  to  change  the  mood,  to  change  the 
tone  of  what  we  require  of  banking  systems,  business,  and  others 
who  are  today  discriminating.  We  can  make  a  big  difference  for  a 
lot  of  people  in  America  through  these  strategies  that  you  are  ex- 
ploring today. 

Chairman  Kennedy.  Mr.  Secretary,  we  want  to  thank  you  very 
much  for  your  comments  and  for  coming  and  testifying  before  the 
subcommittee  today.  As  you  pointed  out,  you  can  do  a  great  deal 
without  a  lot  of  government  dollars  to  simply  enforce  the  law  and 
get  these  institutions  to  make  the  loans  that  people  can  definitely 
pay  back  if  given  the  opportunity  to  take  them  out  from  the  start. 

So,  we  appreciate  your  spirit  and  we  encourage  you  to  stay  dili- 
gent and  vigorous  in  your  pursuit  of  these  issues. 

Thank  you  very  much. 

Secretary  Cisneros.  Thank  you  very  much. 

Chairman  Kennedy.  Thank  you  for  joining  us. 

Our  next  panel — first  of  all,  I  want  to  thank  Web  Hubbell  for 
being  so  patient.  I  know  he  has  already  missed  an  appointment  to 
be  here  with  us.  Because  there  are  also  members  of  the  panel  that 
follows  this  that  will  have  conflicts,  what  I  will  ask  is  that  we  com- 
bine the  next  two  panels  into  one  and  reco^ize  that  Mr.  Hubbell 
is  going  to  have  to  leave  here  in  about  45  minutes.  I  also  think  Mr. 
Ludwig  is  going  to  have  to  leave  us  between  12:30  and  quarter  of 
1  o'clock,  as  well. 

We  understand  it,  we  appreciate — I  do  think  it  is  very  important 
we  get  a  dynamic  where  the  regulators  demonstrate  a  willingness 
to  work  with  the  Justice  Department,  which  has  never  happened, 
at  least  since  I  have  been  in  the  Congress,  on  banking  matters,  so 
I  would  very  much  appreciate  if  we  could  all  join  together. 

So,  Web,  if  you  could  come  up  with  the  rest  of  the  regulators,  I 
think  it  would  be  very  helpful  if  you  could  all  join  us  together, 
please. 

Web  Hubbell  is  our  first  witness.  Mr.  Hubbell  is  the  Associate 
Attorney  General  for  the  U.S.  Department  of  Justice.  He  oversees 
the  work  of  civil  rights,  antitrust,  environment,  and  natural  re- 
sources divisions  of  that  Department.  Mr.  Hubbell  served  as  the 
mayor  of  Little  Rock  from  1979  to  1981.  He  also  served  as  the 
Chief  Justice  of  the  Arkansas  Supreme  Court.  He  has  been  honored 
as  one  of  the  best  lawyers  in  America  over  the  course  of  the  past 
4  years. 

Mr.  Hubbell,  we  very  much  welcome  you  here  this  morning  and 
we  apologize  again  for  the  delays.  I  hope  you  understand  there  is 
not  a  lot  you  can  do  to  cut  off  a  Secretary  or  other  Members  of  Con- 
gress, so  I  appreciate  your  understanding  and  those  of  us  who  have 
been  on  these  issues  are  very,  very  excited  about  your  leadership 
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at  the  Department  of  Justice  and  your  willingness  to  take  on  these 
issues  pertaining  to  discrimination. 
Thank  you  very  much  for  joining  us.  Please  proceed. 

STATEMENT  OF  WEBSTER  L.  HUBBELL,  ASSOCIATE  ATTORNEY 
GENERAL,  U.S.  DEPARTMENT  OF  JUSTICE 

Mr.  HuBBELL.  Thank  you,  Mr.  Chairman  and  members  of  the 
subcommittee.  It  is  a  pleasure  to  appear  today  with  Secretary 
Cisneros  and  the  bank  regulators.  I  have  submitted  a  formal  testi- 
mony and  I  have  a  brief  statement  to  make  and  would  be  happy 
to  answer  questions  after  the  others. 

Chairman  Kennedy.  Terrific.  Your  statement  will  be  included  in 
the  record.  Without  objection,  so  ordered. 

Mr.  HuBBELL.  I  am  grateful  for  the  opportunity  to  describe  for 
you  the  efforts  of  the  Department  of  Justice  to  address  racial  dis- 
crimination in  the  mortgage  lending  industry.  Recent  reports  and 
studies  have  highlighted  the  pervasiveness  of  racial  discrimination 
in  mortgage  lending. 

The  denial  of  equal  credit  opportunity  to  minorities  prevents  in- 
dividuals from  fulfilling  their  dreams  of  home  ownership  and 
abridges  their  ability  to  build  a  financial  stake  in  our  society. 

The  Department  of  Justice  is  committed  to  working  with  Sec- 
retary Cisneros  and  others  who  have  responsibilities  in  this  area. 
The  Department  of  Justice  has  authority  to  address  the  problem 
under  the  Fair  Housing  Act  and  the  Equal  Credit  Opportunity  Act. 
Our  Civil  Rights  Division  has  begun  an  intensive  effort  to  attack 
this  problem. 

The  lessons  we  have  learned  thus  far  can  be  summarized  as 
follows. 

One,  mortgage  lending  discrimination  on  the  basis  of  race  can 
exist  in  spite  of  the  fact  that  management  of  the  lending  institu- 
tions have  adopted  clear  policies  against  discrimination.  Branching, 


,  underwriting,  and  com- 
are  relevant  in  an  analy- 


marketing,  advertising,  hiring,  appraisin 
pensation  schemes  for  loan  originators  al 
sis  of  whether  an  institution  is  denying  loans  on  the  basis  of  race. 

Two,  statistical  methods  can  reveal  whether  institutions  that  re- 
ject minority  applicants  at  higher  rates  than  white  applicants  have 
discriminated  on  the  basis  of  race,  but  the  statistical  analysis  is  ex- 
pensive and  must  include  examination  of  large  numbers  of  loan 
applications. 

Three,  in  the  past  the  Federal  regulatory  agencies  have  failed  to 
discover  the  type  of  discrimination  that  we  have  found.  However, 
we  understano  that  the  agencies  are  working  to  improve  their  ex- 
amination procedures. 

These  conclusions  stem  from  our  analysis  of  the  lending  industry 
during  the  past  4  years.  Our  interest  was  first  attracted  by  a  series 
of  articles  published  in  the  Atlanta  Journal  Constitution  in  1988, 
contrasting  the  widespread  disparities  in  the  number  of  mortgage 
loans  approved  by  certain  lenders  in  white  and  black  neighbor- 
hoods of  Atlanta. 

We  eventually  focused  our  investigation  on  Decatur  Federal  Sav- 
ings and  Loan  in  Atlanta  because  of  its  size,  poor  record  of  loan 
origination  in  black  neighborhoods,  and  higher  rejection  rate  of 
black  applicants.  We  ultimately  filed  a  lawsuit  on  September  17, 
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1992,  and  the  District  Court  approved  a  consent  decree  that  same 
day. 

Because  the  Decatur  case  involved  an  approach  to  uncovering 
discrimination  that  we  think  works,  I  would  like  to  take  just  a 
minute  to  describe  the  factors  we  considered. 

Since  its  inception,  Decatur  Federal  has  opened  43  branch  of- 
fices, and  it  placed  all  but  one  of  these  in  neighborhoods  that  were 
predominately  white  at  the  time.  It  defined  its  Community  Rein- 
vestment Act  service  territory  to  exclude  over  76  percent  of  the 
black  population  of  Fulton  County.  Account  executives  were  paid 
on  a  commission  basis  and  it  was  to  their  advantage  to  target  high- 
priced  neighborhoods,  eschewing  builders  and  agents  who  were  ac- 
tive in  most  black  residential  neighborhoods  of  the  Atlanta  areas. 

Few  blacks  were  employed  as  account  executives  or  in  other  key 
mortgage  lending  positions.  Advertising  was  concentrated  on  the 
white  community.  The  lender  never  advertised  on  black-oriented 
radio  stations  and  rarely,  if  ever,  in  black-owned  newspapers.  As 
a  result,  some  97  percent  of  Decatur's  loans  were  in  majority  white 
areas. 

We  also  examined  the  treatment  afforded  to  black  persons  who 
did  apply  for  mortgage  loans.  Decatur's  Home  Mortgage  Loan  Dis- 
closure Act  statistics  showed  that  it  rejected  approximately  41  per- 
cent of  its  black  applicants,  but  only  15  percent  of  its  white 
applicants. 

We  used  a  statistical  technique  known  as  logit  multiple  regres- 
sion analysis  to  identify  approximately  20  variables  that  best  pre- 
dicted success  of  a  loan  applicant.  Even  after  controlling  for  all  fac- 
tors that  the  institution  and  the  industry  considered  to  he  relevant, 
however,  our  statistical  analysis  revealed  that  the  race  of  the  appli- 
cant was  a  significant  factor  in  determining  whether  or  not  Deca- 
tur would  grant  a  loan. 

As  we  compared  the  files  of  white  and  black  applicants  closely, 
we  saw  that  Decatur  personnel  at  many  different  levels  had  coun- 
seled white  applicants  about  their  deficiencies  and  reworked  their 
applications  in  order  to  help  them  qualify.  The  files  of  rejected 
black  applicants  did  not  reveal  similar  actions. 

The  Decatur  lawsuit  was  the  first  in-depth  analysis  of  a  lending 
institution  to  determine  whether  its  policies  were  racially  discrimi- 
natory, but  the  characteristics  of  Decatur  that  started  the  inves- 
tigation are  not  measurably  different  from  many  other  lending  in- 
stitutions in  the  country. 

Within  a  month  of  our  filing  of  the  Decatur  case,  the  Federal  Re- 
serve Bank  of  Boston  released  a  study  of  131  banks  in  the  Boston 
area  which  showed  the  higher  rejection  rates  of  blacks  and  His- 
panic applicants  for  home  mortgages  compared  with  white  appli- 
cants could  not  be  fully  explained  by  differences  in  the  qualifica- 
tions of  the  credit  applicants.  The  HMD  A  data  released  in  1991 
and  1992  revealed  disparities  around  the  country  similar  to  those 
seen  in  the  Decatur  case. 

In  1991,  in  November,  we  met  with  representatives  of  HUD,  the 
Federal  Reserve  Board,  the  Comptroller  of  the  Currency,  the  FDIC. 
the  OTS,  the  National  Credit  Union  Association,  and  the  Federal 
Trade  Commission.  At  this  and  subsequent  meetings  we  explained 
in  detail  our  approach  to  developing  a  pattern  or  practice  of  race 
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discrimination  lawsuit  against  a  large  mortgage  lender  like 
Decatur, 

We  explained  that  the  traditional  types  of  investigations  that  our 
division  has  conducted  for  many  years  in  other  civil  rights  areas  in- 
volving the  review  of  all  components  of  an  institution's  operation 
over  an  extended  period  of  time  is  appropriate  for  investigating  the 
lending  industry.  We  also  emphasized  that  the  questions  raised  by 
the  HMDA  racial  disparities  cannot  be  answered  by  examining  a 
small  sampling  of  loan  application  files  in  attempting  to  evaluate 
disparate  treatment.  Most  lenders  will  have  a  ready  explanation 
for  every  loan  they  make  and  reject. 

A  statistical  analysis  of  a  large  number  of  loan  files  is  often  the 
only  way  to  establish  whether  the  lender  has  engaged  in  a  pattern 
or  practice  of  disparate  treatment.  We  have  had  an  opportunity  to 
review  the  new  fair  lending  compliance  examination  procedures  of 
several  banking  agencies  and  they  clearly  stress  the  need  for  a 
more  thorough  analysis  than  has  been  required  in  the  past. 

The  Department  of  Justice  in  the  future  will  rely  on  two  methods 
to  file  lawsuits  alleging  a  pattern  or  practice  of  mortgage  discrimi- 
nation. First,  we  will  pursue  our  independent  authority  under  the 
Fair  Housing  Act  and  the  Equal  Credit  Opportunity  Act  to  initiate 
pattern  or  practice  lending  discrimination  investigations  as  we  did 
in  Decatur. 

We  have  recently  initiated  two  race  discrimination  investigations 
of  large  lenders  like  Decatur  that  operate  in  large  metropolitan 
areas  with  significant  minority  populations.  We  have  also  under 
way  several  lenders  in  other  large  metropolitan  areas  where  we 
have  also  initiated  investigations  of  several  institutions  that  oper- 
ate in  rural  areas  with  large  minority  populations. 

The  second  method  for  developing  new  cases  is  through  referrals 
firom  the  regulatory  agencies.  Late  last  year  we  received  a  referral 
arising  from  the  Federal  Reserve  study  of  Boston.  That  investiga- 
tion is  ongoing.  The  OCC  has  been  particularly  aggressive.  We  re- 
cently received  a  pattern  and  practice  race  discrimination  referral 
firom  the  OCC  that  appears  to  have  been  well  investigated  and 
which  is  currently  under  review. 

We  have  also  received  from  the  OCC  three  other  referrals  involv- 
ing age  and  sex  that  we  conclude  could  be  best  handled  administra- 
tively. The  Department  of  Justice  commends  the  historic  and  now 
unprecedented  efforts  of  Eugene  Ludwig,  Comptroller  of  the  Cur- 
rency, to  promote  fair  lending  practices  in  the  banking  industry. 

We  will  focus  our  resources  on  bringing  lending  discrimination 
lawsuits  that  are  likely  to  have  the  greatest  impact  on  the  indus- 
try, such  as  the  Decatur  case.  The  Decatur  case  has  caused  lenders 
to  adopt  voluntarily  remedies  contained  in  the  decree. 

In  closing,  let  me  say  we  will  continue  to  devote  significant  re- 
sources to  this  important  civil  rights  issue.  We  are  deeply  commit- 
ted to  purging  considerations  of  race  from  lending  practices.  This 
effort  will  be  difficult  and  the  battle  cannot  be  won  without  the  co- 
operation of  the  agencies  responsible  for  this  area.  We  are  eager  to 
work  with  the  agencies,  HUD  and  this  subcommittee  to  implement 
a  concerted  litigation  effort.  Thank  you. 

[The  prepared  statement  of  Mr.  Hubbell  can  be  found  in  the 
appendix.] 
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Chairman  Kennedy.  Thank  you,  very  much,  for  your  very  impor- 
tant testimony.  I  should  say,  General,  I  don't  think  any  single  ac- 
tion sent  a  greater  shiver  up  the  spines  of  more  bankers  than  the 
Decatur  case.  This,  more  than  any  CRA  exam  or  study  done  by  the 
Federal  Grovernment  or  conference  held  by  the  Fed  has  done  more 
to  spur,  I  think,  a  renewed  interest  in  compliance  with  existing 
law. 

So  we  want  to  encourage  you  to  work  with  the  fellas  next  to  you 
to  make  sure  that  they  deal  with  this  dismal  record  that  they  have 
established  over  the  course  of  the  last  dozen  years  or  so  in  terms 
of  working  with  the  Department  of  Justice.  So,  thank  you  very 
much  for  coming  here  this  morning. 

Gene  Ludwig  is  the  Comptroller  of  the  Currency.  He  has  been  a 
fresh  and  new  voice  in  the  world  of  banking  regulation.  His  ener- 
getic commitment  to  addressing  lending  discrimination  is  welcome 
and  long  overdue.  He  has  announced  his  intentions  to  use  testers 
to  enforce  fair  lending  laws  and  has  been  at  the  forefront  of  efforts 
to  improve  the  enforcement  of  the  Community  Reinvestment  Act, 
while  at  the  same  time  trying  to  deal  with  the  reasonable  requests 
of  bankers  to  get  out  from  underneath  burdensome  paperwork. 

We  very  much  welcome  you  here  this  morning.  Gene,  and  thank 
you  for  being  patient  and  I  look  forward  to  continuing  to  work  with 
you.  Please  proceed. 

STATEMENT  OF  EUGENE  A.  LUDWIG,  COMPTROLLER,  OFFICE 
OF  THE  COMPTROLLER  OF  THE  CURRENCY 

Mr.  LUDWiG.  Thank  you  very  much,  Mr.  Chairman,  and  members 
of  the  subcommittee.  1  welcome  this  opportunity  to  appear  before 
you  today  to  discuss  the  President's  Community  Reinvestment  Act 
reform  initiatives  and  fair  lending.  This  administration  is  commit- 
ted to  ensuring  that  the  benefits  of  a  safe  and  sound  banking  sys- 
tem extend  to  all  segments  of  society.  That  is  to  say,  we  are  com- 
mitted to  ridding  the  banking  system  of  discrimination. 

There  are  no  people  I  would  rather  have  as  allies  in  this  effort 
than  Henry  Cisneros,  Janet  Reno,  and  Web  Hubbell.  Through  their 
words  and  actions,  they  have  left  no  doubt  of  their  resolve.  I  look 
forward  to  continued  close  and  productive  cooperation  among  the 
Office  of  the  Comptroller  of  the  Currency,  the  Department  of  Hous- 
ing and  Urban  Development,  and  the  Justice  Department.  If  we  are 
to  be  successful  fighting  discrimination,  it  must  be  a  team  effort. 
We  all  have  the  same  goal. 

Before  I  turn  to  my  statement  this  morning,  I  also  want  to  note, 
Mr.  Chairman,  that  in  the  fight  against  discrimination,  the  fight 
for  fairness,  there  is  no  one  I  would  rather  work  with  than  you. 
Your  concern  for  the  disadvantaged  was  evident  long  before  you 
came  to  Congress.  Had  it  not  been  for  your  efforts,  a  number  of 
winters  would  have  been  much  colder  for  many  people  in  New  Eng- 
land than  they  were.  Your  service  in  the  private  sector  as  well  as 
in  government  is  an  example  to  all  of  us.  I  look  forward  to  a  close 
and  productive  working  relationship  with  you  and  the  other  mem- 
bers of  this  subcommittee. 

Mr.  Chairman,  I  have  a  detailed  written  statement,  and,  in  the 
interest  of  time,  I  will  submit  that  statement  for  the  record  and 
discuss  briefly  a  few  of  the  most  important  points. 
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Chairman  Kennedy,  Without  objection,  so  ordered. 

Mr.  LUDWIG.  Thank  you. 

First,  I  want  to  describe  where  CRA  reform  stands.  As  you  know, 
Mr.  Chairman,  President  Clinton  gave  the  four  banking  agencies  a 
difficult  job,  to  rethink  the  entire  system  of  regulations  through 
which  we  put  CRA  into  effect.  He  gave  us  a  short  deadline  for  get- 
ting the  job  done,  the  end  of  the  year,  and  he  gave  us  a  clear  objec- 
tive: To  make  CRA  work. 

Meeting  the  challenge  set  by  the  President  is  not  easy.  The  CRA 
has  been  a  focus  of  controversy  throughout  the  15  years  of  its  exist- 
ence. The  current  CRA  process  often  Tacks  credibility  with  both  the 
banking  industry  and  the  communities  the  act  is  intended  to  bene- 
fit. While  the  vast  majority  of  banks  receive  satisfactory  CRA  rat- 
ings, community  groups  complain  that  many  communities  remain 
underserved  because  the  CRA  evaluation  process  does  not  focus  on 
actual  lending,  investments  and  services  provided.  At  the  same 
time,  bankers  complain  the  current  implementation  of  the  CRA 
which  focuses  on  excessive  burden  relative  to  the  benefits  that  the 
system  produces,  is  unacceptable.  We  must  reform  how  we  admin- 
ister CRA  so  that  our  regulatorj'  approach  commands  respect  fi-om 
all  parties.  We  must  restore  integrity  to  the  system  so  that  every- 
one can  have  confidence  in  it. 

As  a  first  step  in  restoring  confidence,  the  banking  regulators 
held  a  series  of  seven  hearings  around  the  country  to  listen  to  ideas 
on  how  the  CRA  could  be  reformed.  We  heard  more  than  250  wit- 
nesses, who  submitted  thousands  of  pages  of  testimony.  OCC's  staff 
is  completing  its  review  of  this  testimony. 

The  preliminary  results  of  our  review  are  detailed  in  my  written 
statement,  but  I  want  to  note  four  points. 

One,  many  witnesses  recognized  that  the  CRA  reform  initiative 
is  neither  a  giveaway  program  nor  a  cure-all  for  all  the  problems 
of  distressed  communities.  Borrowers  are  expected  to  repay  loans. 
Banks  should  and  will  make  profits  from  the  loans. 

Two,  banking  has  become  a  highly  diverse  industry.  The  prob- 
lems that  we  are  endeavoring  to  address  are  also  diverse.  We  need 
to  respect  diversity.  In  revising  CRA,  we  must  recognize  that  small 
banks  and  large  banks  have  different  problems  and  different 
limitations. 

Three,  most  witnesses  stressed  the  need  to  base  CRA  evaluations 
more  on  performance  than  we  do  now.  However,  most  witnesses  re- 
jected a  formulaic  approach  that  would  rely  on  quotas  and  credit 
allocation. 

Four,  many  witnesses  urged  regulators  not  to  adopt  a  safe  harbor 
provision.  Some  witnesses  noted  that  once  we  have  a  CRA  compli- 
ance system  with  integrity,  a  system  in  which  people  can  have  con- 
fidence, a  safe  harbor  provision  would  be  superfluous. 

Mr.  Chairman,  or  Ms.  Chairwoman  at  this  point,  the  Federal 
bank  regulatory  agencies  are  now  translating  the  testimony  from 
our  hearings  into  specific  reforms.  We  hope  to  meet  the  President's 
goal  of  publishing  revised  CRA  regulations  by  the  end  of  the  year. 
We  expect  to  develop  a  single  interagency  policy.  And,  we  expect 
that  policy  to  be  sufficient  to  the  need  for  reform;  no  further  legis- 
lation is  likely  to  be  necessary. 
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Second,  in  addition  to  participating  in  the  interagency  initiative 
to  revise  the  CRA,  the  OCC  is  initiating  several  other  efforts  in  the 
field  of  fair  lending.  We  are  revising  the  methods  we  use  to  conduct 
fair  lending  examinations  so  that  we  can  detect  and  take  action 
against  lending  discrimination.  We  will  have  a  pilot  "testers"  pro- 
gram in  the  field  early  next  year.  And,  we  are  establishing  an  ex- 
panded training  and  career  program  for  examiners  specializing  in 
compliance  programs. 

In  closing,  banks  provide  services  that  are  indeed  essential  to  the 
economic  life  of  a  community  and  to  the  welfare  of  individual 
homeowners,  proprietors,  and  entrepreneurs.  One  of  my  highest 
priorities  during  my  first  6  months  in  office  has  been  ensuring  that 
these  services  are  made  available  to  all  segments  of  our  society 
fairly  and  equally.  This  will  remain  a  top  priority  during  the  re- 
mainder of  my  tenure  as  Comptroller  of  the  Currency. 

Thank  you  again,  Ms.  Chairwoman.  I  look  forward  to  working 
with  you  and  answering  any  questions  the  subcommittee  may  have. 

Ms.  Waters  [presiding].  Thank  you  very  much. 

Next  we  have  Mr.  Lawrence  Lindsey.  He  is  a  member  of  the 
Board  of  Grovemors  of  the  Federal  Reserve  System.  Prior  to  becom- 
ing a  member  of  the  Board  of  Governors,  Mr.  Lindsey  served  at  the 
White  House  as  a  Special  Assistant  to  the  President  for  Policy  De- 
velopment from  1990  to  1991  and  as  Associate  Director  for  Domes- 
tic Economic  Policy  from  1989  to  1990. 

Grovemor  Lindsey,  it  is  a  pleasure  to  have  you  here  with  us 
today.  Please  proceed  with  your  testimony. 

STATEMENT  OF  LAWRENCE  B.  LINDSEY,  GOVERNOR,  FEDERAL 
RESERVE  BOARD  OF  GOVERNORS 

Mr.  Lindsey.  Thank  you  very  much.  Madam  Chairwoman.  In  the 
interest  of  time,  I  would  like  my  full  testimony  to  be  included  in 
the  record,  and  I  will  just  make  relatively  brief  oral  remarks. 

Ms.  Waters.  Without  objection  same  is  ordered. 

Mr.  Ijndsey,  I  appreciate  the  opportunity  to  be  here  today  to 
discuss  both  the  Community  Reinvestment  Act  and  the  issue  of  fair 
lending.  I  will  start  with  the  Community  Reinvestment  Act. 

The  statute  has  become  an  extremely  important  part  of  the  land- 
scape of  financial  institution  supervision  in  recent  years  affecting 
the  relationship  between  thousands  of  banks  and  thrift  institutions 
and  their  communities,  particularly  the  low-  and  moderate-income 
neighborhoods  in  which  they  operate. 

While  the  total  impact  of  CRA  is  hard  to  measure,  I  believe  that 
a  fair  assessment  would  have  to  conclude  that  particularly  recently 
it  has  clearly  made  many  depository  institutions  more  sensitive  to 
the  needs  of  their  communities.  Most  importantly,  I  am  convinced 
that  thousands  of  loans  worth  billions  of  dollars  have  been  made 
throughout  the  country  that  would  not  have  been  made  but  for  the 
CRA. 

No  one  knows  the  overall  level  of  lending  that  can  be  attributed 
to  CRA.  Community  groups  who  track  lending  agreements  with  in- 
stitutions point  to  over  $30  billion  in  commitments  for  new  credit. 
One  can  be  certain  that  the  true  impact  of  CRA  has  far  exceeded 
any  numerical  estimate  derived  strictly  from  the  formal  commit- 
ments. 
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It  is  also  important  to  note  that  these  results  from  CRA  have 
been  accomplished  without  a  huge  appropriation  of  government 
dollars  and  without  legions  of  bureaucrats  to  administer  the  pro- 
gpram.  This  is  a  significant  and  topical  point  as  current  as  the  re- 
cently announced  campaign  to  reinvent  government. 

The  CRA  originally  established  a  national  goal  and  put  consider- 
able power  in  both  supervisory  agencies  ana  the  public  to  enforce 
it.  But  the  Congress  counted  on  the  unique  economic  needs  and  the 
interactions  of  concerned  parties  at  the  local,  regional,  as  well  as 
the  national  level  to  define  the  specifics  of  tne  CRA  Program  for 
each  community. 

To  my  way  of  thinking,  that  has  been  a  considerable  strength  of 
the  law  and  in  any  review  of  CRA  I  believe  we  must  acknowl- 
edge the  value  of  this  approach  at  the  same  time  we  search  for 
improvements. 

On  the  other  hand,  the  flexibility  in  the  current  CRA  Program 
has  come  with  a  price.  Bankers  and  many  community  groups  alike 
complain  that  the  standards  are  vague  despite  the  efforts  of  the 
regulatory  agencies  over  the  years  to  define  more  specifically  the 
various  levels  of  performance  used  in  our  rating  system.  We  are 
constantly  faced  with  the  questions  about  how  much  is  enough, 
what  loans  get  CRA  credit  and  exactly  what  weight  different  cat- 
egories of  loans  will  receive. 

Living  with  that  uncertainty  makes  bankers  nervous,  community 
groups  dissatisfied  with  their  ability  to  hold  institutions  account- 
able and  everyone  involved  concerned  about  assuring  fair  and  con- 
sistent evaluations  by  the  agencies. 

And,  Mr.  Chairman,  believe  me,  no  one  would  be  happier  than 
those  in  my  agency  who  are  charged  with  the  day-to-day  enforce- 
ment of  the  law  if  we  were  going  by  the  book.  It  was  in  response 
to  these  concerns  that  the  President  asked  the  agencies  to  rethink 
their  administration  of  this  law. 

As  you  are  aware,  the  Federal  Reserve  is  presently  working  with 
the  other  agencies  to  carry  out  the  President's  initiative.  Over  the 
past  3  months  the  four  of  us  have  come  to  know  each  other  quite 
well.  We  have  traveled  to  seven  cities  around  the  country.  We  have 
had  the  hearings.  We  have  heard  from  literally  hundreds  of  bank- 
ers, community  groups,  small  business  owners,  and  local  residents 
in  order  to  learn  how  we  should  improve  the  CRA  process.  We 
found  out  what  is  working  and  what  is  not  working  and  what  we 
need  to  consider  to  fix  the  program. 

I  can  tell  you  that  many  of  the  stories  I  have  heard  from  bank- 
ers, small  business  owners,  and  community  groups  were  very  com- 
pelling. The  stories,  however,  point  up  as  many  differences  in  the 
perspectives  between  the  various  groups  as  they  do  common  con- 
cerns. In  short,  although  there  may  be  widespread  agreement  that 
CRA  requires  some  major  fixes  there  is  very  little  agreement  about 
the  appropriate  fix.  I  look  forward  to  working  with  my  colleagues 
nonetheless  in  coming  up  with  an  appropriate  solution. 

The  subcommittee  has  asked  whether  the  statutory  language  will 
permit  the  necessary  reforms.  At  this  point,  we  are  still  working, 
and  so  it  would  be  inappropriate  and  premature  for  me  to  comment 
directly.  Nonetheless,  we  are  working  in  the  direction  of  making 
changes  that  will  conform  with  the  current  rules  without  the  neea 
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for  legislation.  If,  however,  legislation  is  needed  in  the  future,  I 
would  be  very  happy  to  work  with  this  subcommittee  in  crafting  it. 

The  subcommittee  has  also  asked  for  information  on  the  steps  we 
have  taken  to  assure  compliance  with  fair  lending  laws.  Let  me 
first  say  no  single  consumer  compliance  issue  is  of  more  concern  to 
the  Board  and  to  me  personally  than  assuring  the  credit  approval 
process  is  free  of  unfair  bias. 

The  Federal  Reserve  has  developed  a  coordinated  approach  to 
this  issue  which  involves  an  examination  process,  an  aggressive 
program  to  investigate  consumer  complaints,  consumer  and  credi- 
tor educational  programs,  and  research  studies. 

The  consumer  compliance  examination  process,  which  we  estab- 
lished as  a  separate  part  of  our  institution  in  1977,  targets  approxi- 
mately 1,000  State  member  banks.  Our  cadre  of  examiners  receive 
specialized  training  focused  on  the  Equal  Credit  Opportunity  and 
Fair  Housing  Act.  Using  a  sample  of  actual  loan  applicants,  exam- 
iners determine  whether  a  bank's  credit  standards  are,  in  fact, 
being  applied  uniformly  among  applicants.  Inconsistencies  in  ap- 
plying these  standards  are  followed  up  by  further  investigation. 

Finally,  an  overall  analysis  of  the  bank's  treatment  of  applica- 
tions for  minorities,  women,  and  others  protected  by  law  is  con- 
ducted to  determine  whether  there  are  any  patterns  or  individual 
instances  where  such  applicants  were  treated  less  favorably  than 
other  loan  applicants.  Examiners  also  regularly  interview  people 
knowledgeable  about  local  needs  and  credit  availability  in  minority 
and  low-  and  moderate-income  communities. 

Examiners  also  have  access  to  specialized  examination  tools, 
such  as  our  HMDA  data  analysis  system.  This  allows  for  an  analy- 
sis of  an  institution's  lending  data  on  the  basis  of  geographic 
boundaries  and  salient  demographic  characteristics,  including  race 
and  income. 

Recently  the  Federal  Reserve  System  developed  a  computerized 
model  that  allows  examiners  to  match  minority  and  nonminority 
pairs  of  applicants  with  similar  credit  characteristics  but  different 
loan  outcomes  for  a  more  extensive  review.  I  think  this  matched 
pairs  approach  is  a  major  step  forward,  and  I  think  it  will  help  us 
quite  a  bit  in  the  future. 

I  would  also  point  out,  Mr.  Chairman,  we  have  been  very  active 
in  education  programs  and  working  with  banks  around  the  country 
in  order  to  develop  more  and  better  practices  on  their  part. 

In  conclusion,  let  me  repeat  I  appreciate  the  opportunity  to  ap- 
pear before  you  today  and  I  will  be  very  happy  to  answer  your 
questions. 

[The  prepared  statement  of  Mr.  Lindsey  can  be  found  in  the 
appendix.] 

Chairman  Kennedy  [presiding].  Thank  you  very  much,  Larry,  we 
appreciate  your  testimony  this  morning. 

Our  next  witness  is  Andrew  Hove,  who  is  the  current  acting 
Chairman  of  the  FDIC.  Prior  to  joining  the  FDIC  Mr.  Hove  served 
as  chairman  and  chief  executive  officer  of  Minden  Exchange  Bank 
and  Trust  Co.,  in  Nebraska. 

We  want  to  thank  you  very  much  for  coming  this  morning,  Mr, 
Hove,  and  I  just  personally  want  to  say  it  has  been  a  pleasure  to 
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work  with  you  on  many  of  the  issues  involving  your  agency.  Thank 
you  for  coming.  Please  proceed. 
Your  full  statement  will  be  included  for  the  record. 

STATEMENT  OF  ANDREW  HOVE,  ACTING  CHAIRMAN,  FEDERAL 
DEPOSIT  INSURANCE  CORPORATION 

Mr.  Hove.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  be  here. 
I  appreciate  the  opportunity  to  appear  before  your  subcommittee  on 
plans  for  implementing  the  President's  Community  Reinvestment 
Act  initiative  and  on  enforcement  of  fair  lending  laws. 

First,  let  me  talk  about  the  CRA  initiative.  When  the  President 
announced  his  CRA  reform  initiative  on  July  15,  he  called  for  an 
increase  in  lending  to  underserved  communities  and  a  need  to 
streamline,  clarify,  and  make  the  regulatory  process  more  objective. 
A  major  focus  of  the  reform  is  performance  over  process. 

As  you  know,  the  bank  regulatory  agencies  recently  completed  a 
series  of  hearings  around  the  Nation  as  part  of  the  President's  ini- 
tiative. I  had  the  opportunity  to  participate  in  the  majority  of  these 
hearings.  I  heard  several  of  the  same  concerns  expressed  time  and 
time  again. 

First,  representatives  from  both  financial  institutions  and  the 
commimity  stressed  the  need  for  more  regular,  consistent  training 
for  examiners.  Many  expressed  preference  for  a  core  group  of  exam- 
iners who  have  an  imderstanding  of  the  complexity  of  community 
development  transactions.  Some  called  for  increased  joint  efforts 
among  the  regulatory  agencies,  the  banking  industry,  and  commu- 
nity groups,  to  produce  clear,  concise,  and  complete  guidelines  for 
CRA  examinations. 

The  concern  is  that  examiners  and  financial  institution  manage- 
ment know  what  is  expected  of  them  in  the  CRA  process  and  the 
community  representative  be  better  able  to  understand  and  evalu- 
ate performance.  In  other  words,  witnesses  called  for  better  com- 
munication and  accountability. 

Second,  the  participants  expressed  the  need  for  regulatory  agen- 
cies to  increase  their  outreach  efforts  to  the  community  and  scruti- 
nize more  closely  relationships  purportedly  formed  between  finan- 
cial institutions  and  their  community.  Specifically,  participants 
urged  regulators  to  seek  more  input  from  community  organizations 
during  the  CRA  evaluation  and  to  verify  that  an  institution's  rela- 
tionship with  a  community  group  is  what  the  institution  says  it  is. 

In  order  for  CRA  to  succeed,  there  must  be  a  partnership  be- 
tween the  community  and  the  financial  institutions.  These  groups 
need  one  another  to  achieve  their  goals.  It  is  obvious  a  financial  in- 
stitution will  not  prosper  over  the  long  term  unless  it  strives  to 
meet  its  obligations  to  the  community  it  serves.  At  the  same  time, 
the  community  cannot  prosper  unless  it  understands  all  the  re- 
sources available  to  provide  the  services  that  it  needs. 

So  where  do  we  go  from  here?  The  information  gathered  from  the 
hearings  is  being  carefully  considered. 

Certainly,  if  the  community  and  lenders  are  the  vehicles  to  spur 
the  community  in  the  economic  development,  then  the  regulatory 
agencies  must  be  the  fuel,  so  to  speak,  to  help  motivate  both  groups 
in  the  right  direction. 
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Our  goal  is  to  create  more  clear  and  objective  standards  to  guide 
institutions  in  their  CRA  performance  and  allow  community 
groups,  the  public,  and  the  regulatory  agencies  to  better  assess 
their  performance.  To  achieve  this,  CRA  reform  should  include  reg- 
ulations that  are  more  definitive  and  clear;  more  objective  exam- 
ination procedures;  more  informative  CRA  performance  evaluations 
supporting  assigned  ratings;  and  better  educational  efforts  to  pro- 
vide more  knowledgeable  examiners,  financial  institution  manage- 
ment, and  community  members. 

Further,  any  evaluation  standards  should  be  uniformly  applied 
by  all  agencies.  We  are  mindful,  however,  that  the  objective  per- 
formance standards  must  not  be  so  rigid  as  to  undermine  an  insti- 
tution's needs  for  flexibility  to  develop  innovative  ways  to  extend 
credit. 

Let  me,  then,  turn  briefly  to  the  steps  being  taken  in  fair  lending 
by  the  FDIC  to  ensure  compliance  with  the  fair  lending  laws.  Dur- 
ing the  past  few  years  we  have  concentrated  our  efforts  on  retool- 
ing compliance  examinations  and  on  establishing  an  effective  out- 
reach program.  We  have  established  an  examination  staff  dedicated 
solely  to  consumer  compliance  examination,  a  program  which  in- 
cludes examination  of  compliance  with  the  fair  lending  laws. 

Our  compliance  examiners  have  been  specially  trained.  They  are 
providing  comprehensive  examination  procedures  which  are  re- 
viewed regularly  and  revised  as  needed  to  ensure  effectiveness. 
Some  examples  of  recent  changes  in  examination  procedures  are 
outlined  in  my  written  testimony. 

In  the  area  of  outreach,  we  have  moved  toward  creating  policies 
and  programs  that  will  help  the  agency  be  more  responsive  to  the 
public  and  the  banking  industry.  Efforts  intended  to  bridge  the  gap 
between  the  financial  institution,  the  regulator,  and  the  commu- 
nity. It  has  resulted  in  the  establishment  of  our  Community  Affairs 
Program  in  1990,  which  is  within  our  Office  of  Consumer  Affairs. 
This  program  assists  examiners  in  carrying  out  their  fair  lending 
enforcement  responsibilities  and  in  helping  community  groups  and 
others  participate  in  the  fair  lending  and  community  development 
process. 

Earlier  this  year  we  established  an  internal  fair  lending  working 
group  comprised  of  senior  level  staff  from  around  the  country  to  ex- 
plore the  ways  to  strengthen  the  enforcement  of  our  fair  lending 
laws.  A  number  of  those  recommendations  from  the  working  group 
are  already  implemented  and  a  decision  by  FDIC  management  on 
the  others  will  be  announced  by  mid-November. 

So,  in  conclusion,  let  me  say  there  still  is  unfinished  business  in 
the  fair  lending  area  and  that  certainly  is  an  understatement. 
Much  work  still  needs  to  be  done  before  any  of  us  will  be  satisfied 
the  barriers  to  credit  availability  in  this  Nation  have  been 
overcome. 

The  FDIC  believes  that  strong  and  cooperative  fair  lending  ac- 
tions by  the  banking  industry,  supervision  by  its  regulators,  and 
partnership  efforts  by  community  groups  and  individuals  continue 
to  be  important.  We  will  continue  to  work  toward  the  full  imple- 
mentation of  the  President's  CRA  initiatives  and  continue  our  ef- 
forts to  diligently  carry  out  CRA  and  fair  lending  policy. 
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Mr.  Chairman,  I  appreciate  the  opportunity  to  be  before  you 
todav. 

[The  prepared  statement  of  Mr.  Hove  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Thank  you  very  much,  Mr.  Hove. 

Our  last  panehst  on  this  panel  is  Jonathan  Fiechter,  who  has 
been  serving  as  the  Acting  Director  of  the  Office  of  Thrift  Super- 
vision since  December  1992.  In  that  capacity,  he  also  served  as  a 
member  of  the  FDIC,  the  Thrift  Depositor  Oversight  Protection 
Board,  and  the  Neighborhood  Reinvestment  Corporation. 

Mr.  Fiechter  joined  OTS  after  10  years  at  the  Office  of  the 
Comptroller  of  the  Currency,  where  he  last  served  as  the  Deputy 
Comptroller. 

Mr.  Fiechter,  thank  you  very  much  for  being  here  today.  I  would 
appreciate  it  if,  in  your  testimony,  you  would  address  the  whole 
issue  Mr.  Hubbell  raised  about  Decatur.  Obviously,  that  is  one  we 
are  concerned  about  because  Decatur  actually  got  a  satisfactory 
rating,  I  think,  from  your  agency. 

So  we  would  like  to  hear  what  your  thoughts  are  on  that.  Thank 
you,  and  your  entire  statement  will  be  submitted  for  the  record. 

STATEMENT  OF  JONATHAN  L.  FIECHTER,  ACTING  DIRECTOR, 
OFFICE  OF  THRIFT  SUPERVISION 

Mr.  Fiechter.  Particularly  given  the  needs  of  several  panel 
members,  I  have  sat  here  and  tried  to  summarize  my  summary. 

Thank  you,  Mr.  Chairman  and  members  of  the  subcommittee,  for 
inviting  us  to  offer  our  views  on  President's  Clinton's  Community 
Reinvestment  Act  Reform  Initiative  and  the  OTS's  fair  lending  ex- 
amination and  enforcement  efforts.  Both  subjects  are  in  the  fore- 
front of  our  supervisory  activities  and  remain  so. 

My  written  testimony  discusses  the  President's  CRA  Reform  Ini- 
tiative in  some  depth.  In  my  time  today,  I  would  like  to  offer  my 
impressions  of  the  public  hearings  and  discuss  the  challenges  for 
us  as  we  continue  to  move  forward  on  this  project. 

An  impressive  number  of  witnesses  expressed  a  wide  range  of 
views  in  the  seven  public  hearings.  Many  of  the  witnesses  raised 
important  issues  and  illustrated  their  points  with  examples  from 
their  own  lives.  They  did  so  in  a  sincere  and  forthright  manner  and 
with  strong  conviction.  The  testimony  offered  a  candid  and  oft^en 
refreshing  approach.  Many  took  us  to  task  for  the  way  we  as  regu- 
lators go  about  fulfilling  our  CRA  responsibilities. 

The  witnesses  presented  different  approaches  to  CRA  reform  that 
will  need  to  be  ironed  out.  There  were  also  common  themes.  All  of 
us  want  a  credible  CRA  examination  process  that  produces  credible 
CRA  ratings.  All  of  us  want  CRA  rating  criteria  that  provide  for 
a  reliable  measurement  of  performance.  All  of  us  want  a  system 
that  focuses  on  results,  the  actual  granting  of  credit,  not  on  docu- 
mentation of  the  CRA  process.  All  of  us  want  more  objectivity  and 
consistency  in  the  examination  process.  All  of  us  want  examiners 
that  are  well  trained. 

Our  challenge,  the  four  of  us,  is  to  translate  the  thoughtful  criti- 
cisms of  the  current  system  into  a  new  system  that  works.  This  is 
not  an  easy  task  and  our  ultimate  results  may  not  please  every- 
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body.  Nonetheless,  we  are  all  committed  to  working  together  to 
meet  the  President's  goal  of  a  new,  more  effective  CRA  Program. 

There  are  solid  opportunities  to  improve  the  CRA.  Once  finalized, 
we  believe  these  improvements  will  provide  the  public  and  the  in- 
dustry with  a  more  objective  CRA  performance  and  evaluation 
process  that  will  also  reduce  the  paperwork. 

I  would  now  like  to  turn  to  our  fair  lending  examination  and  en- 
forcement efforts.  Let  me  begin  by  clearly  stating  that  discrimina- 
tion on  a  prohibitive  basis  has  no  place  in  our  society.  It  is  socially 
and  economically  destructive  and  unequivocally  illegal. 

We  firmly  believe  any  instances  of  discrimination  need  to  be 
dealt  with  swiftly  and  aggressively,  and  a  central  part  of  our  super- 
visory mission  is  to  ensure  savings  associations  we  regulate  provide 
fair  and  consistent  treatment  under  the  law  to  loan  applicants. 

Last  winter  we  began  an  internal  effort  to  carefully  review  our 
fair  lending  activities  with  a  goal  of  improving  our  performance. 
We  developed  a  three-part  plan  to  get  at  lending  discrimination  in 
the  thrift  industry  that  involves  improving  the  discrimination  de- 
tection techniques  used  by  our  examiners,  strengthening  our  en- 
forcement response  by  ensuring  appropriate  referrals  under  the 
Equal  Credit  Opportunity  Act  are  made  and  formal  enforcement  ac- 
tions are  taken  to  address  noncompliance,  and  finally,  working 
with  the  industry  and  other  groups  to  create  a  heightened  sense  of 
awareness  about  discrimination  through  education  as  a  means  of 
preventing  it. 

We  recognize  more  needs  to  be  done,  but  I  believe  we  have  al- 
ready taken  significant  strides  toward  improving  our  performance. 

Rather  than  continue,  my  written  testimony  spells  out  various 
initiatives  we  are  undertaking  in  the  fair  lending  and  affordable 
housing  area.  I  will  attempt,  Chairman  Kennedy,  to  address  your 
request  that  I  respond  to  the  Decatur  Federal  situation. 

You  are  correct,  we  had  gone  in  and  conducted  an  examination; 
and  I  believe  that  it  was  both  our  finding  and  that  of  the  Justice 
Department  that,  for  better  or  worse,  we  carried  out  our  examina- 
tion according  to  the  policies  and  procedures  that  were  on  our 
books  and  did  not  detect  the  kinds  of  problems  that  Justice  found. 

It  was  not  a  case,  unfortunately,  in  some  respects,  that  our  ex- 
amination staff  themselves  did  not  follow  the  policies  we  had  in 
place.  Rather,  the  techniques  that  we  had  in  place  that  they  fol- 
lowed were  unable  to  detect  the  kinds  of  problems  that  the  Justice 
Department  identified. 

And  as  Mr.  Hubbell  pointed  out,  there  was  a  significant  commit- 
ment of  resources  by  the  Justice  Department.  I  believe  it  was  over 
$1  million  and  a  lot  went  into  that,  really,  landmark  case.  Unfortu- 
nately, I  don't  know  that  any  of  us  have  figured  out  a  way  to  dupli- 
cate that  type  of  effort  on  any  type  of  national  basis.  They  men- 
tioned there  were  another  two  cases  they  are  now  pursuing. 

The  trick  that  I  think  we  have — and  we  would  welcome  the  op- 
portunity to  work  with  Justice — is  to  see  whether  or  not  we  can, 
as  a  practical  matter,  learn  from  the  techniques  that  they  used  in 
Decatur  to,  on  a  more  practicable  basis,  apply  that  to  the  16,000 
institutions  that  we  all  supervise. 
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Unfortunately,  I  would  agree  with  the  Justice  Department  testi- 
mony that  Decatur  probably  is  not  unique  in  terms  of  its  lending 
behavior. 

We  have  a  challenge.  I  don't  think  we  can  spend  upward  of  $1 
million  per  exam  looking  at  this  particular  area. 

[The  prepared  statement  of  Mr.  Fiechter  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  I  appreciate,  very  much,  your  comments, 
Mr.  Fiechter.  And  I  want  to  address  my  comments  to  the  last  point 
which  you  have  made. 

You  indicated  the  regulations  as  set  up  were  adhered  to  by  your 
agency  and  that  the  agency  didn't  find  anything  wrong  with  Deca- 
tur's performance;  and  yet,  we  have  also  understood  that  Decatur 
only  opened  branch  offices  in  white  areas. 

Now,  I  represent  a  district  that  is  about  40  percent  minority. 
That  minority  portion  of  my  district  is  extremely  poor;  some  of  the 
poorest  people  in  America  live  in  that  district.  You  can  go  into  blue 
collar,  white  Boston  and  find  more  banks  than  you  find  fast  food 
restaurants.  You  go  into  the  black  community,  and  you  simply  do 
not  find  them.  It  has  gotten  a  little  better  because  of  many  of  these 
studies  in  recent  years. 

Yet,  the  fundamental  fact  is  that  this  does  not  take  a  genius.  You 
do  not  need  to  do  a  study.  All  you  have  to  do  is  drive  through  any 
community  in  this  country.  You  go  to  the  black  community:  There 
are  no  banks  and  no  insurance  companies.  It  should  not  take  five 
guys,  with  degrees,  a  long  time  to  figure  it  out.  I  mean  it  just 
should  not. 

Black  America  is  well  aware  of  it;  brown  America  is  well  aware 
of  it.  They  do  not  need  you  to  do  your  studies  to  defend  banks  and 
the  Fed's  case.  It  is  easy  for  every  Fed  officer  to  go  out  and  borrow 
money  from  the  same  agencies  in  the  same  banks  that  they 
regulate. 

And  we  do  not  have  $1  million  to  spend,  Mr.  Hubbell,  on  each 
of  these  cases.  I  know  that  you  are  all  committed.  I  don't  think 
anybody  overtly  discriminates  against  others.  It  is  a  conflict  in  mo- 
tivation, and  I  don't  think  anybody  tries  to  go  in  doing  it.  But  good- 
ness, gracious,  fellows,  first  of  all,  look  at  yourselves,  you  are  five 
white  boys  up  there;  and  the  fact  is  that  in  most  of  your  agencies, 
there  are  not  a  lot  of  people  of  color  working. 

My  point  is  that  if  we  are  serious  about  avoiding  the  kinds  of  dif- 
ficulties we  saw  in  Los  Angeles,  if  we  are  serious  about  just  adher- 
ing— it  is  not  a  question  of  the  concept. 

The  question  was  raised  about  constitutional  rights  earlier. 
There  is  not  a  constitutional  right  to  credit,  but  there  is  a  constitu- 
tional right  to  equality,  and  that  includes  not  being  denied  credit 
because  of  the  color  of  your  skin. 

Now,  my  point  is  that,  Larry,  you  can  go  around  the  country  and 
hold  as  many  hearings  as  you  want — we  know  a  lot  about  holding 
hearings  up  here.  Holding  hearings  rarely  brings  change.  You  gave 
some  bureaucratic  words  at  the  end  of  your  statement  about  now 
difficult  it  is  for  everybody  to  agree  and  how  difficult  it  will  be  to 
actually  improve  and  deal  with  the  regulations.  We  heard  Henry 
Cisneros  about  how  hard  it  is  to  get  Federal  rules  changed. 


44 

Look,  fellas,  this  is  the  day  that  you  have  to  really  change  the 
way  America  works  with  regard  to  these  big  institutions  and  how 
they  relate  to  working  people,  poor  people,  and  people  of  color.  And 
you  can  diddle  around  with  this  thing  and  either  come  up  here  and 
give  a  lot  of  bureaucratic  words  about  why  you  cannot  get  there  or 
how  difficult  it  is  and  all  the  rest  of  it;  or  else  you  can  take  this 
opportunity  and  really  get  something  done. 

Gene,  you  and  I  have  talked  several  times;  and  I  get  the  feeling 
you  want  to  get  something  done. 

I  guess,  I  hope,  Mr.  Hubbell,  given  your  background  and  given 
what  your  opportunity,  uniquely,  is  in  this  city,  that  you  can  make 
a  tremendous  difference.  You  follow  up  on  these  cases  with  a  num- 
ber of  other  instances.  I  will  tell  you,  you  throw  a  stake  right  into 
the  heart  of  these  bankers  and  these  insurance  companies  and 
everybody  else,  because  all  of  a  sudden  it  gets  real  personal,  and 
that  is  the  difference. 

It  is  not  the  $1  million  that  you  spend.  It  is  the  ripple  effect  that 
that  can  have  in  loans  that  go  out  to  every  community  across  this 
country.  And  I  could  ask  you  87  questions,  but  the  reality  is  there 
has  to  be  a  commitment  on  your  part  to  getting  this  job  done. 

Maybe  just  in  a  sentence  or  two  I  would  like  to  hear  the  five  of 
you  commit  yourself  to  ending  discrimination  and  to  finding  every 
opportunity  that  you  can  in  your  agencies  to  get  that  job  done. 

Mr.  Hubbell. 

Mr.  Hubbell.  Senator,  our  presence  today- — 

Chairman  Kennedy.  Teddy  would  not  be  pleased. 

Mr.  Hubbell.  Mr.  Chairman,  you  have  the  commitment  of  the 
Justice  Department.  We  are,  at  present,  not  only  keeping  our  com- 
mitment but  increasing  our  effort  to  investigate  these  situations 
and  to  file  those  lawsuits.  And  you  can  be  assured  that  we  will  pur- 
sue them  and  work  with  these  groups. 

We  are  already  meeting  with  Gene  and  others  to  find  ways  to 
bring  these  lawsuits,  because,  I  agree  with  you,  nothing  will  do 
more  for  ending  the  discrimination  than  a  few  more  Decatur 
lawsuits. 

Chairman  Kennedy.  Mr.  Hubbell,  Maxine  Waters  read  these  sta- 
tistics on  the  incredibly  few  loans  that  go  to  blacks  from  these  huge 
institutions  in  California. 

What  I  am  driving  at  here  is  that  you  can  get  a  lot  of  lawyers 
to  come  tell  you  why  that  cannot  happen  or  you  can  find  somebody 
that  wants  to  change  it,  if  you  want  to  change  it.  And  it  will 
change.  That  is  what  I  want  to  say  to  you. 

Gene. 

Mr.  LUDWIG.  I  said  in  my  confirmation  hearing  in  the  Senate 
that  my  top  priority  was  ending  discrimination  in  the  national 
bguiking  system.  And,  I  can  assure  you,  Mr.  Chairman,  I  will  not 
leave  office  without  having  done  that  job. 

We  have  referred  four  cases  since  we  started  our  program  in 
midyear.  In  the  entire  prior  history  of  the  OCC,  I  am  sorry  to  say, 
no  other  cases  were  referred,  except  arguably  one  case  that  was  in 
the  newspapers.  We  are  aggressively  going  after  discrimination. 

We  will  have  testers  on  the  street.  We  simply  cannot  put  up  with 
those  statistics.  They  are  laughable.  You  can  be  assured  that  you 
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have  my  total  commitment  to  working  in  this  area  until  the  job  is 
done. 

Chairman  Kennedy.  Mr.  Lindsey,  your  agency  continues  to  op- 
pose any  notion  of  using  testers.  What  are  you  going  to  do  to 
change  the  way  the  Fed  has  reacted?  You  don't  hire  people  of  color 
in  your  agency?  What  are  your  going  to  do;  change  or  what? 

Mr.  Lindsey.  Well,  Congressman,  I  have  brought  some  statistics 
you  may  be  interested  in  on  that  last  point.  Now  I  know  you  don't 
believe  that  just  because  we  are  white  we  cannot  do  a  job— — 

Chairman  Kennedy.  I  say  it  is  a  coincidence  everybody  from  the 
Fed  that  testifies  here  is  white. 

Mr.  Lindsey.  I  brought  a  distribution  of  our  consumer  affairs 
personnel.  It  turns  out  that  45  percent  of  our  field  examiners  are 
white  males,  45  percent;  16  percent  are  nonwhite  males;  28  percent 
are  white  females;  and  10  percent  are  minority  females.  So  26  per- 
cent of  our  examiners  are  minorities. 

With  regard  to  professionals  who  would  be  in  the  banks — since 
you  asked  the  question,  I  am  providing  the  statistics — 59.4  percent 
of  our  professionals  are  female;  27  percent  are 

Chairman  Kennedy.  Well,  sir,  I  appreciate  the  fact  that  your 
field  offices,  where  you  are  under  the  control  of  the  civil  rights  laws 
of  the  country,  has  hired  some  minorities. 

My  point,  Larry,  is  not  that.  My  point  is  that  you  have  one 
woman  at  the  Fed  Board  of  Governors. 

Mr.  Lindsey.  Yes.  Of  the  seven  of  us,  that  is  correct. 

Chairman  Kennedy.  How  many? 

Mr.  Lindsey.  Of  seven  of  us.  Susan  Phillips. 

Chairman  Kennedy.  How  many  blacks? 

Mr.  Lindsey.  None. 

Chairman  Kennedy.  How  many  browns? 

Mr.  Lindsey.  We  do  not  have  any. 

Chairman  Kennedy.  How  many  yellows? 

Mr.  Lindsey.  Your  point  is  taken.  I  didn't  pick  those  people,  as 
you  know,  the  President  did,  and  the  Senate  confirmed  them. 

Chairman  Kennedy.  The  point  is,  I  am  trying  to  point  out  how 
your  office  operates — what  I  want  to  get  at  is  whether  you  are  get- 
ting at  the  root  cause  of  the  problem. 

There  is  information  before  me  that  would  indicate  that  in  the 
Fed  agency,  your  own  inspector  general  has  found  instances  of  offi- 
cials of  the  Fed  borrowing  from  their  own  banks,  from  the  ones 
they  are  regulating. 

You  are  looking  at  me  like  you  are  shocked.  I  can  read  you  the 
story.  It  is  in  front  of  me. 

Mr.  Baker.  Mr.  Chairman,  I  know  you  have  an  important  line 
of  questioning,  but  I  am  worried.  A  couple  of  our  folks  are  going 
to  have  to  leave  in  a  minute,  and  if  it  is  possible  for  us  to  engage 
in  a  couple  of  questions. 

Chairman  I^nnedy.  That  is  a  reasonable  request,  Mr.  Baker. 
Let  me  just  go  to  the  next  two  and  hear  from  Andrew  and  from 
Mr.  Fiechter. 

Mr.  Fiechter.  Since  the  mike  is  here,  Mr.  Chairman,  you  have 
my  commitment. 
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I  am  sorry  that  Congresswoman  Waters  is  not  here  because  I 
think  that  same  study  shows  that  the  thrifts  in  CaHfomia,  in  par- 
ticular south  central  L.A.,  have  done  an  outstanding  job. 

But  you  have  my  commitment  in  terms  of  following  through  with 
respect  to  making  certain  that  we  do  all  we  can  to  eliminate 
discrimination. 

Chairman  Kennedy.  The  fact  that  somebody  has  done  an  out- 
standing job  does  not  excuse  the  statistics  that  she  cited.  It  is  a 
strange  reaction  on  your  part. 

But  anyway,  Mr.  Hove. 

Mr.  Hove.  Mr.  Chairman,  you  have  my  commitment  that  the 
FDIC  is  totally  committed  to  ending  discrimination  in  all  of  the  in- 
stitutions that  we  examine. 

We  have  career  examiners  that  are  in  compliance  areas.  We  are 
enhancing  that  core  of  examiners  and  enhancing  the  training  of  all 
examiners  to  sensitize  them  for  compliance  for  discrimination  and 
all  these  things. 

My  commitment  to  you  is  that  the  FDIC  will  continue  to  do  ev- 
erything we  can  to  end  discrimination  in  any  institutions  we  can. 

Chairman  Kennedy.  Great.  And  it  is  not  to  just  continue — be- 
cause the  record  in  the  past  has  been  appalling — it  is  to  change  the 
way  the  agency  has  been  dealing  with  this  issue. 

Mr.  Hove.  Your  point  is  well  taken. 

Chairman  Kennedy.  Joe  Knollenberg. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman. 

I  wanted  to  thank  Mr.  Lindsey  on  the  facts  of  the  makeup  of  the 
Fed.  At  least  you  got  to  a  certain  point  in  the  process,  because  I 
think  that  is  helpful  to  this  subcommittee. 

My  question  is  really  for  the  four  regulators.  And  I  will  start 
with  Mr.  Lindsey,  if  you  can  we  can  get  through  this  quickly.  So 
be,  if  you  will,  as  short  as  you  can  possibly  be  with  your  answers. 

Included  in  the  materials  is  an  explanation  of  the  New  York 
State  Banking  Department's  CRA  proposal.  And  I  want  to  read 
this.  It  says,  under  the  plan,  CRA  ratings  would  be  based  on  a  for- 
mula that  compares  a  dollar  amount  of  CRA  related  loans  to  total 
deposits. 

For  example,  to  receive  a  satisfactory  rating,  a  retail  bank,  under 
the  new  rules,  would  have  to  make  CRA-related  loans  equal  to  20 
to  30  percent  of  deposits. 

And  then,  second,  and,  accordingly,  to  get  an  outstanding  rating, 
the  bank  would  have  to  make  CRA-related  loans  totaling  30  per- 
cent or  more  of  deposits. 

That  kind  of  concerns  me.  I  am  concerned  because  we  are  setting 
some  arbitrary  standards,  and  it  even  suggests  to  me,  we  may  be 
getting  close  to  quotas. 

I  am  interested  in  whether  you  feel  that  this  is  the  best  approach 
to  this  problem  and  whether  the  government  may  be  ignoring  the 
kind  of  things  that  go  into  the  profile  of  a  proper  or  standard  risk 
or  an  acceptable  risk,  because  there  are  such  things  as  making  a 
valid  loan  or  a  loan  that  can  stand  up  to,  of  course,  criteria,  to  the 
soundness  and  stability  area. 

So  I  will  get  started  with.  Governor  Lindsey,  your  view  of  that 
down  the  line.  If  I  have  time  we  will  go  to  anotner  question. 
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Mr.  LiNDSEY.  Mr.  Knollenberg,  you  are  asking  a  very  important 
question.  I  think  what  we  will  probably  come  out  with  will  be  a 
very  aggressive  improvement  in  CRA,  one  along  the  lines  that  is 
desireaby  the  chairman  and  other  members  of  the  subcommittee. 
At  the  same  time,  we  do  want  to,  I  think,  steer  clear  of  establishing 
quotas  and  credit  allocation.  It  is  a  very  difficult  line  to  walk.  I 
wiink  we  are  going  to  do  so  successfully. 

But  that  is  our  goal,  to  tiy  to  achieve  the  goals  that  members  of 
the  subcommittee  mentioned  without  having  credit  allocation. 

Mr.  LUDWIG.  I  think  Derrick  Cephas,  the  superintendent  of 
banks  for  the  State  of  New  York,  did  a  fine  job  focusing  on  results. 
What  I  am  not  in  agreement  with  him  on  is  the  setting  of  those 
specific  numerical  formulas.  I  agree  with  Governor  Lindsey,  we  will 
have  a  CRA  that  will  be  objective,  results-oriented,  and  dramati- 
cally better  than  we  have  today,  but  we  can  do  so  while  avoiding 
the  formulas.  Formulas  give  you  a  level  result  throughout  the 
country  or  throughout  a  geographic  area,  and,  given  differing  eco- 
nomic situations,  you  can  have  very  much  of  a  roller  coaster  eff"ect. 
In  some  areas,  you  may  need  much  more  credit  than  a  formula 
would  prescribe,  and  we  want  to  see  that  credit  made  available. 

Mr.  Hove.  Mr.  Knollenberg,  I  think  Congressman  Flake  earlier 
commented,  when  he  talked  about  the  formula,  not  being  good  firom 
a  consumer  standpoint  either;  that  a  formula  then  becomes  a  cap, 
if  you  will,  rather  than  a  goal. 

So  I  think  from  both  the  standpoint  of  the  lender  and  the  com- 
munity group,  formulas  really  do  not  work  very  well.  But,  again, 
I  would  applaud  Derrick  Cephas'  effort  in  coming  up  with  some 
very  good  points  in  his  CRA  proposal. 

Mr.  FiECHTER.  I  would  agree  with  my  three  colleagues,  we  want 
to  get  more  objective  results-oriented  standards.  But  that  approach 
of  a  numerical  standard  probably  is  not  one  that  will  work. 

Mr.  Knollenberg.  Thank  you. 

If  I  have  just  a  moment — I  do,  I  think — since  I  joined  this  sub- 
committee back  in  January,  I  have  heard  from  many  bankers 
throughout  my  district,  which  is  the  suburban  area  around  Detroit, 
and  they  have  great  frustration  in  the  CRA  situation  and  the  fact 
they  can  be  subjected  to  different  standards  by  the  OCC  or  the 
FDIC. 

For  example,  the  OCC  may  say  one  thing  about  a  bank's  per- 
formance, and  then  the  FDIC  comes  along  and  issues  a  completely 
different  guideline.  If  you  can,  in  just  a  moment — we  can  start 
here — is  there  any  way  that,  perhaps,  the  first  agency  that  makes 
the  demands  of  compliance  would  be  the  one  we  would  adhere  to, 
to  avoid  that  kind  of  problem  or  the  duplicity  of  management? 

It  would  seem  to  me  the  first  regulator  might  have  a  better  op- 
portunity to  establish  that  and  then  the  others  would  have  to  fol- 
low. Can  we  have  some  comments  from  each  of  you? 

Chairman  KENNEDY.  Joe,  I  think,  in  fairness,  ^^rst  of  all,  Mr. 
Ludwig  and  Mr.  Hubbell  both  indicated  that  they  have  to  leave,  so 
if  you  would  not  mind  restricting  it  to  just  one  person,  plepse,  so 
I  can  get  on. 

Mr.  Knollenberg.  I  can  pick  anyone,  can't  I? 

Chairman  Kennedy.  Sure,  you  can. 

Mr.  Knollenberg.  Let's  go  to  Governor  Lindsey. 
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Mr.  LiNDSEY.  We  are  doing  everything  we  can  to  avoid  that.  I 
don't  know  if  it  will  be  first,  but  the  reason  the  four  of  us  are  work- 
ing together  is  to,  in  large  part,  tackle  the  problem  you  just  men- 
tioned. We  are  very  concerned  about  it. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman. 

Chairman  Kennedy.  If  Mr.  Hubbell  and  Mr.  Ludwig  both  have 
to  leave,  we  understand.  If  you  want  to  take  a  question  from  Ms. 
Waters,  who  is  next,  that  is  fine.  Whatever  your  schedules  call  for. 

Ms.  Waters.  No,  please  allow  our  guests  to  be  excused,  Mr. 
Chairman.  They  have  been  here  for  quite  some  time;  and  since 
they  are  new,  we  have  time  to  evaluate  them.  We  will  see  in  time. 

Mr.  Ludwig.  Thank  you  so  much.  Congress  woman. 

Ms.  Waters.  This  time. 

Chairman  Kennedy.  Thank  you. 

Mr.  Ludwig  and  Mr.  Hubbell,  we  look  forward  to  working  with 
you.  Thank  you  very  much  for  joining  us  this  morning. 

Chairman  Kennedy.  Maxine. 

Ms.  Waters.  Mr.  Chairman,  I  am  not  so  sure  I  want  to  really 
continue  to  delve  into  the  problems  of  fair  lending.  I  think  most  of 
us  can  reasonably  conclude  that  there  is  a  serious  problem,  and 
that  we  have  not  had  anyone  from  the  regulating  agencies  come 
forward  with  very  many  solutions  in  the  past.  And  we  hear  from 
everybody  that  they  are  going  to  try  to  do  better,  that  they  will 
work  together,  and  that  tney  are  going  to  do  what  it  takes  to  get 
rid  of  this  awesome  discrimination  and  redlining. 

I  guess  we  all  agree  there  is  a  problem  and  that,  despite  what 
Mr.  Lindsey  testified  to  about  how  well  CRA  has  worked,  there  is 
a  problem.  The  bankers  say  there  is  a  problem.  They  say  it  is  too 
much  paperwork.  And  the  community  feels  there  is  a  serious  prob- 
lem. And  certainly  if  vou  heard  the  statistics,  the  data  that  I 
shared,  we  cannot  help  but  conclude  there  is  a  serious  problem. 

Let  me  just  say  this,  Mr.  Chairman,  for  all  those  who  have  want- 
ed to  get  rid  of  certain  CRA  regulations  and  who  understand  that 
the  argument  that  the  administration  is  making  about  results  rath- 
er than  actions  that  do  not  lead  to  results  being  eliminated,  let  me 
just  say  to  you  that  that  argument  is  only  going  to  last  so  long 
after  these  new  regulations  and  we  remove  wnat  is  now  being  de- 
scribed as  the  paperwork  burden,  and  that  there  will  not  be  any 
excuses  for  the  banks  to  come  back  with  the  kind  of  results  that 
we  are  seeing  now. 

So  I  am  hopeful  that  everybody  understands  that  this  is  simply 
not  something  that  we  are  going  to  support  or  we  are  ^oing  to 
allow  to  happen  without  real  results  and  once  the  regulations  are 
such  that  the  so-called  paper  burden  is  removed,  then  the  onus  is 
really  upon  you  in  the  regulatory  agencies  to  see  to  it  that  CRA  is 
working  and  that  the  banks  are  not  escaping  their  responsibility. 

Thank  you,  Mr.  Chairman. 

Chairman  Kennedy.  Thank  you  very  much,  Ms.  Waters. 

Mr.  Baker. 

Mr.  Baker.  Thank  you,  Mr.  Chairman. 

I  will  direct  this  comment  to  Chairman  Hove.  I  really  wanted  to 
address  it  to  a  couple  other  members  of  the  panel,  but  you  win. 

Much  has  been  said  about  paperwork,  conflicting  regulatory 
standards,  and  an  effort  underway  to  consolidate  and  make  more 
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reasonable  targets.  What  I  find  frustrating  about  CRA  today  is  not 
that  there  are  people  who  have  as  a  bank  policy  that  we  are  going 
to  find  ways  not  to  lend  to  minorities;  I  find  bankers  who  try  to 
find  a  way  to  make  a  profit,  if  there  is  still  a  way  to  do  it.  And 
if  tJiere  is  an  extension  of  credit  that  will  earn  that  bank  a  profit, 
they  will  engage  in  that  activity  if  regulators  do  not  tell  them  it 
is  too  risky. 

That  may  be  simplistic  but  I  think  that  pretty  well  states  it. 

The  problem  is  now  if  a  person  comes  to  a  bank  and  says  I  want 
to  do  an  asbestos  abatement  program  in  a  school  that  happens  to 
be  in  an  all-white  area,  it  does  not  qualify  for  CRA  credit,  even 
though  it  is  being  done  for  the  public  good  of  health  and  safety.  If 
a  farmer  wants  to  put  an  oxidation  pond  in  to  treat  dairy  cattle 
waste  because  environmental  regulations  require  you  to  do  so,  and 
it  is  not  a  minority  borrower,  that  does  not  work, 

I  think  there  is  a  common  ground  that  might  be  reached  in  some 
of  our  reform  efforts  if  those  interested  in  minority  extension  of 
credit  could  work  in  a  little  broader  parameter  with  those  of  us 
worried  about  lack  of  extension  of  credit  in  other  needed  areas.  It 
is  not  just  inner  cities.  It  is  rural  lending.  It  is  poor  people. 

It  does  not  matter  who  you  are,  it  matters  whether  you  have  col- 
lateral or  not.  And  if  you  do  not  have  collateral,  it  is  hard  to  get 
a  loan. 

I  am  not  surprised  many  of  the  banks  are  located  where  the 
money  is.  That  is  a  radical  concept.  People  loan  money  to  people 
who  have  money  because  they  can  make  money.  That  is  historically 
the  way  banks  have  tried  to  make  a  profit.  Somehow  we  have  to 
modify  that  policy  to  enhance  opportunities  for  those  who  do  not 
have  it. 

What  is  not  generally  recognized,  however,  is  the  extremes  to 
which  we  already  go  to  enforce  a  system  which  does  not  work.  A 
small  bank  in  rural  America,  I  happen  to  know  about,  is  subject 
to  regulation  by  the  Comptroller,  the  FDIC,  the  Federal  Reserve, 
HUD,  testers  from  the  Department  of  Justice,  State  regulators,  and 
even  the  Department  of  Labor. 

I  want  to  just  read  this  to  you  to  get  your  response.  Employment 
Standards  Administration,  Office  of  Federal  Contract  Compliance, 
the  U.S.  Department  of  Labor.  Now,  don't  misunderstand.  It  does 
not  mean  this  bank  is  a  big  Federal  contractor.  They  do  not  have 
a  big  job  to  build  a  rocket  somewhere.  This  bank  comes  under  the 
subject  requirement  as  a  result  of  being  a  salesman  of  U.S.  Savings 
Bonds. 

"Your  establishment  located  at — ^has  been  selected  for  a  compli- 
ance review  under  Executive  Order  11246,  as  amended,  section  503 
of  the  Rehabilitation  Act  of  1973,  as  amended,  and  the  Vietnam 
Era  Veterans'  Readjustment  Assistance  Act  of  1974,  as  amended, 
38  U.S.C.  4212  (formerly  2012)  and  the  implementing  regulations 
at  41  CFR  chapter  60.  In  addition,  the  review  will  include  examina- 
tion of  your  firm's  compliance  with  the  Federal  Contractor  Veter- 
ans' Employment  Report,  VETS-100,  requirements  (38  U.S.C. 
2012(d))  and  the  Employment  Eligibility  Verification  (1-9)  Report 
requirements  of  the  Immigration  Reform  and  Control  Contact  of 
1986. 


50 

"The  compliance  review  will  be  conducted  as  described  in  the  reg- 
ulations at  41  CFR  part  60-60  which  outlines  the  three  phases  of 
the  process.  These  phases  normalW  include  a  desk  audit,  an  on-site 
review  and,  where  appropriate,  off-site  analysis. 

"For  desk  audit  purposes,  we  request  you  submit  a  copy  of  your 
Executive  Order  Affirmative  Action  Program  prepared  in  accord- 
ance with  the  requirements  of  41  CFR  60-1.40  and  60-2.1  through 
2.15.  A  copy  of  your  section  503/38  U.S.C.  4212  AAP(s)  prepared  in 
accordance  with  requirements  of,  respectively,  parts  60-741  and 
60-250;  and  the  support  data  specified  in  the  enclosed  itemized 
listing." 

Chairman  Kennedy.  Would  the  gentleman  yield? 

Mr.  Baker.  In  just  a  minute.  I  am  really  on  a  roll  here. 

"Our  desk  audit  of  the  AAPs  and  support  data  is  designed  to  as- 
sist us  in  preparing  the  on-site  review  and,  therefore,  to  reduce  the 
amount  of  on-site  time  and  level  of  effort  required  by  your  rep- 
resentatives and  ours." 

Here  is  an  important  part  of  the  letter. 

"You  should  note,  however,  that  41  CFR  60-2.2  authorizes  the 
initiation  of  enforcement  proceedings  if  materials  submitted  for 
desk  audit  do  not  represent  a  reasonable  effort  to  meet  the  require- 
ments of  the  regulations." 

I  will  skip,  Mr.  Chairman,  a  little  of  this  and  go  to  the  three 
pages  of  addenda  which  you  then  are  directed  to — in  a  kind  man- 
ner— to  provide  in  preparation  for  the  desk  audit. 

"Utilization  analysis  prepared  in  accordance  with  41  CFR  60- 
2.11(b)  that  shows  specifically  the  formation  of  job  groups  consist- 
ent with  criteria  given  in  the  introductory  paragraph  to  41  CFR 
60-2. 11(b);  for  each  job  group,  a  determination  of  minority  and  fe- 
male availability  that  considers  the  factors  given  in  41  CFR  60- 
2.11,  and  so  forth;  the  identification  of  all  job  groups  that  are 
underutilized  as  defined  in  the  introductory  paragraph  to  41  CFR 
60-2.11(b);  copy  of  your  Employer  Information  Report  EEO-1;  copy 
of  your  collective  bargaining  agreements,  if  applicable. 

"Note:  It  would  expedite  the  desk  audit  if  you  include  any  other 
information  you  have  already  prepared  that  would  assist  us  in  un- 
derstanding your  employee  mobility  and  compensation  systems. 

"A  report  of  the  results  of  your  affirmative  action  goals  for  the 
preceding  AAP  year  and,  where  applicable,  of  progress  on  your 
goals  next  for  the  current  AAP  year.  See  41  CFR  60-1. 40(c)  and 
2.12. 

"For  the  preceding  AAP  year,  this  report  shall  include  informa- 
tion that  reflects:  Job  group  representation  at  the  start  of  the  AAP 
year;  that  is  the  total  incumbents,  total  minority  and  total  female 
incumbents;  percentage  placement  rates" 

It  goes  on  and  on.  This  is  the  Department  of  Labor,  because  this 
institution,  which  happens  to  be  a  $170  million  bank  in  rural 
America,  sells  U.S.  Savings  Bonds. 

The  funny  part  of  this  is  that  the  person  responsible  to  respond 
is  a  woman  who  was  on  maternity  leave,  and  one  of  the  issues  is 
do  you  provide  maternity  leave  for  your  employees.  The  bank  could 
not  malke  timely  response  because  the  employee  for  which  this 
agency  so  concerned  was  on  maternity  leave.  And  they  are  probably 
going  to  get  a  critical  response  for  their  inability  to  respond  timely 
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because  the  only  person  in  the  institution  of  this  size  happens  to 
be  out  of  the  bank  having  a  babv. 

Now,  I  am  not  one  to  say  that  corporate  America  is,  in  every 
case,  responding  to  every  credit  need  presented  in  a  fair  and  objec- 
tive manner  when  a  person  is  creditworthy.  I  will  say  when  is 
enough  enough? 

We  are  turning  for-profit  privately  owned  businesses  into  pub- 
licly operated  check-cashing  centers  with  drive-through  windows 
without  regard  to  whether  you  make  a  profit,  and  then  this  Con- 

Sress  complains  when  they  lose  money  and  we  have  to  pay  off 
epositors. 

Where  is  the  common  sense?  When  does  it  stop? 

And  I  have  heard  this  morning  for  all  of  the  protestations  to  the 
contrary,  that  you  are  committed  to  making  it  worse.  Can  we  have 
one  standard?  One  set  of  rules?  One  page?  And  if  they  discrimi- 
nate, I  will  join  hands  with  my  friends  and  go  get  them. 

Ms.  Waters.  If  they  discriminate? 

Mr.  Baker.  When  they  discriminate,  we  will  go  get  them.  I  think 
it  is  time  to  put  an  end  to  that  practice  in  America,  but  is  this 
going  to  do  it?  I  am  sorry. 

Thank  you,  Mr.  Chairman. 

Mr.  Hove.  Let  me  respond  to  that,  Mr.  Baker,  because  I  can  re- 
late to  that  having  spent  38  years  in  a  bank  a  little  smaller  than 
that  and  10  years  as  a  CEO  of  that  bank.  I  can  appreciate  the  frus- 
tration that  that  banker  has. 

What  we  as  regulators  are  trying  to  do  is  consolidate  some  of 
that  frustration  that  they  have  as  far  as  we  can  with  those  several 
examinations  that  we  have;  that  we  don't  duplicate  the  examina- 
tion; that  we  do  not  put  any  more  burden  than  is  necessary.  One 
of  the  goals  that  we  have  with  this  CRA  initiative,  as  has  been 
mentioned  here,  is  to  eliminate  some  of  the  burden  that  you  are 
talking  about. 

I  can  relate  to  that  burden.  I  dealt  with  it  personally  for  a  long 
time  and  I  know  the  frustration  that  is  out  there  with  that  banker 
and  of  other  bankers. 

Mr.  Baker.  What  did  you  do  about  lending  discrimination  in 
your  hometown  bank?  You  are  obviously  sensitive  to  it  and  aware 
of  it  and  you  did  things  as  a  competent,  responsive,  socially  ac- 
coimtable  individual.  You  didn't  put  up  with  that  in  your  institu- 
tion and  you  would  not  allow  your  officers  to  do  it. 

Did  the  Federal  regulatory  intervention  make  you  behave  in  a  re- 
sponsible manner? 

Mr.  Hove.  I  think  we  responded  because  we  wanted  to.  We  re- 
sponded because  it  made  good  sense;  because  we  could  make  good 
loans  on  a  nondiscriminatory  basis. 

Mr.  Baker.  Don't  you  think  most  bankers  fit  that  mode? 

Mr.  Hove.  That  is  exactly  right,  and  we  want  to  encourage  that 
ability,  for  bankers  to  make  those  loans  that  are  there.  I  will  agree, 
most  bankers  in  this  country  want  to  do  it  and  we  want  to  make 
sure  they  do  it  and  do  it  on  a  nondiscriminatory  basis. 

Mr.  Baker.  Why  don't  we  go  after  the  offenders  when  we  find 
them?  Let's  go  after  them  and  not  subject  well-run  institutions  to 
regulatory  requirements  that  cost  money  and  don't  change  lending 
practices.  Let's  go  after  the  bad  guys. 


52 

Mr.  Hove.  We  are  attempting  to  make  it  easier  for  those  bankers 
that  you  are  talking  about  so  that  they  will  not  be  subject  to  exces- 
sive burdens. 

Chairman  Kennedy.  Gentleman's  time  has  expired. 

Ms.  Furse. 

Ms.  Furse.  No  questions  at  this  time,  Mr.  Chairman. 

Chairman  Kennedy.  Thank  you,  very  much. 

I  want  to  just  go  back  very  briefly  to  some  of  the  statistics  that 
Mr.  Lindsey  gave  us  in  terms  of  the  Federal  Reserve's  hiring 
practices. 

There  is  no  question,  as  this  subcommittee  has  looked  into  it  in 
the  past,  that  in  terms  of  the  poorest  paid  employees  that  you  have 
that  you  are  doing  a  reasonable  job  of  employing  poor  people  and 
minorities.  However,  they  all  are  concentrated  in  the  lowest  10  per- 
cent of  salaried  employees,  according  to  the  statistics  that  have 
been  made  available  to  this  subcommittee.  There  are  no  minorities 
in  decisionmaking  positions  at  the  Federal  Reserve.  Since  1913, 
no  person  of  color  has  been  a  president  of  the  Open  Market 
Committee. 

We  have  some  statistics  here  that  indicate  that  in  the  highest  10 
percent  of  paid  employees,  less  than  20  percent,  as  I  understand 
the  statistics,  overall  are  women,  and  of  that  only  a  very  tiny  per- 
centage are  minorities.  And  the  same  thing  is  true  with  men.  The 
men  are  obviously  a  very  large  number  of  the  employees,  but  mi- 
nority men  are  infinitesimal.  It  hardly  shows  up  on  the  graph  in 
front  of  me. 

The  point  is  not  to  play  a  numbers  game  in  response  to  the  con- 
cerns that  the  subcommittee  is  voicing.  The  point  is  that  there  is 
a  problem,  and  what  we  are  not  looking  for  are  bureaucratic  an- 
swers to  problems  that  create  an  impression  that  the  problem  ei- 
ther is  smaller  than  it  is  or  that  it  is  being  solved,  when  it  is  not. 
I  continue  to  feel  that  the  Fed's  opposition  to  testers  is  key  in 
terms  of  where  the  heart  and  soul  of  the  Fed's  response  to  this 
issue  is. 

Your  characterization,  Mr.  Lindsey,  of  trying  to  make  certain 
that  we  were  not  trying  to  create  numerical  quotas,  or  that  you  are 
trying  to  protect  against  some  kind  of  credit  allocation,  are  the  re- 
sponses that  we  have  been  hearing  for  years  and  they  are  very  po- 
litical in  nature.  I  understand  exactly  what  you  are  saying  and  we 
are  just  letting  you  know  that  the  old  times  are  past  and  that  those 
kinds  of  responses  are  not  going  to  get  the  job  done.  They  just  are 
not.  And  whether  you  get  it  because  we  are  telling  you  or  whether 
you  get  it  because  events  overwhelm  you,  one  way  or  another, 
things  are  going  to  change  at  the  Federal  Reserve,  I  believe,  in 
terms  of  how  you  deal  with  these  issues. 

Mr.  Greenspan  himself,  in  a  hearing  that  I  was  present  at,  ad- 
mitted that  there  is  a  problem,  but  that  is  not  what  your  reaction 
seems  to  be.  So  I  am  just  trying  to  let  you  know  that  playing  some 
numbers  game  with  me,  because  you  have  them  in  front  of  you  and 
I  don't  have  them  in  front  of  me,  we  can  go  back  and  get  the  staff 
to  assemble  them.  Kweisi  Mfume  did  a  yeoman's  job  on  exposing 
what  the  Fed's  hiring  practice  has  been.  And  if  you  want  to  drag 
all  that  stuff  out,  we  can  do  it. 
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You  know  what  I  am  saying  is  the  truth,  and  the  truth  is  that 
at  the  highest  echelons  of  the  Fed  there  are  very,  very  poor  hiring 
statistics  with  regard  to  minorities  and  women  and  that  it  just  can- 
not continue.  The  loans  that  the  banks  you  oversee  make  to  minori- 
ties are,  in  fact,  very  low  compared  to  people  that  come  from  the 
same  neighborhoods,  with  the  same  income  levels,  whose  color  of 
skin  happens  to  be  white.  It  just  has  to  stop. 

Mr.  LmDSEY.  Congressman,  I  have  no  disagreement  with  you 
that  the  Federal  Reserve  has  an  ongoing  responsibility  and  an  in- 
creasing responsibility  in  the  area  ot  employment.  This  is  the  divi- 
sion I  am  responsible  for,  it  is  the  people  who  go  out  and  do  the 
examinations.  I  interpreted  that  as  your  question.  That  is  what  I 
heard  Eind  those  are  the  statistics  I  have  provided.  I  have  no  desire 
to  play  a  numbers  game. 

Chairman  KENfNEDY.  I  never  mentioned  the  word  "examiners," 
Mr.  Lindsey.  You  chose  to  hear  it  that  way  but  I  never  said  that. 

Mr.  Lindsey.  I  see.  Well,  those  are  the  facts  before  me. 

I  have  no  disagreement  with  you.  What  I  would  suggest  is  that 
when  our  reform  effort  comes  out  I  would  be  very  interested  in 
your  reaction.  I  think,  frankly,  we  have  a  very  aggressive  reform 
effort  underway  and  I  think  you  will  be  quite  happy  with  it,  but 
we  will  have  to  wait  and  see. 

Chairman  Kennedy.  OK,  thank  you  very  much.  I  want  to  thank 
all  of  our  witnesses.  I  appreciate  the  responses  to  the  questions 
that  were  asked.  I  thank  you. 

I  know  it  was  a  long  morning  and  I  know  you  have  many  other 
things  to  be  doing  than  sitting  waiting  to  provide  testimony.  Some 
of  these  issues  we  cannot  control,  but  we  appreciate  your  willing- 
ness to  bear  with  us  and  to  answer  the  questions. 

Thank  you  very  much  for  coming  and  we  will  be  in  touch. 

Our  next  witness  is  the  Honorable  Marshall  Plummer.  I  am  very 
much  looking  forward  to  the  testimony  that  Mr.  Plummer  will  be 
providing  and  we  are  honored  to  have  him  with  us  this  morning. 

I  am  going  to  now  recognize  Elizabeth  Furse,  who  has  officially 
requested  Mr.  Plummer  to  provide  us  with  testimony,  and  so,  Eliz- 
abeth, why  don't  you  do  the  honors? 

Ms.  Furse.  Thank  you,  Mr.  Chairman,  and  thank  you  so  much 
for  listening  to  my  request.  This  is  a  very  important  and  a  great 
honor  for  me  to  introduce  the  elected  vice  president  of  the  great 
Navajo  Nation. 

Mr.  Plummer  represents  the  Navajo  Nation,  the  largest  tribe  in 
the  United  States,  and  they  hold  the  largest  Indian-held  land  with- 
in the  United  States.  His  presence  here  reminds  us,  Mr.  Chairman, 
of  the  unique  govemment-to-govemment  relationship  between  the 
United  States  and  Indian  nations  and  also  reminds  us  of  that  trust 
responsibility  which  the  Federal  Government  has  to  Indian 
nations. 

Too  often,  it  seems  to  me,  majority  cultures  lack  the  knowledge 
of  different  cultures  and  they  translate  that  lack  of  knowledge  into 
resistance  to  deal  with  those  other  cultures.  Tribes  across  the  coun- 
try have  sophisticated  legal  institutions,  with  tribal  courts  enjoying 
full  faith  and  credit  with  the  Federal  Court  system.  It  is  not,  in  my 
belief,  the  tribe's  responsibility  to  change  those  institutions,  rather 
if  the  banking  community  wants  to  fully  extend  its  services,  they 
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will  need  to  become  educated  on  the  special  needs  and  opportuni- 
ties of  Native  American  tribes. 

We  are  very,  very  fortunate  to  have  a  witness  of  such  prestige 
here  today,  the  vice  president  of  the  Navajo  Tribe,  Mr.  Plummer, 
is  a  person  who  can  bring  to  us  that  special  knowledge.  His  testi- 
mony speaks  of  the  special  needs  and  also  speaks  clearly,  and  I  ap- 
preciate that,  of  answers  and  solutions. 

I  think  we  are  fortunate  to  have  the  benefit  of  Mr.  Plummer's 
wisdom.  I  thank  him  for  coming  the  long  distance  he  has  traveled 
and  do  want  to  assure  him  that  all  of  his  testimony  will  be  read 
and  will  be  considered  by  all  members  of  this  subcommittee 
whether  or  not  they  are  able  to  be  present  here  today. 

I  appreciate,  Mr.  Chairman,  your  inviting  Mr,  Plummer  and 
thank  him  for  coming. 

Chairman  Kennedy.  Thank  you. 

Mr.  Plummer,  please  proceed. 

STATEMENT  OF  HON.  MARSHALL  PLUMMER,  VICE  PRESffiENT, 

THE  NAVAJO  NATION 

Mr.  Plummer.  Mr.  Chairman,  i  want  to  thank  the  subcommittee 
and  yourself  and  also  want  to  thank  Congresswoman  Furse  for 
having  an  interest  in  the  affairs  of  Indian  tnbes  across  this  Nation. 
I  also  would  like  to  ask  that  the  written  statement  be  formally  ac- 
cepted into  the  record,  my  written  statement. 

Chairman  Kennedy.  Without  objection,  so  ordered. 

Mr.  Plummer.  The  discussions  this  morning  and  up  to  this  point, 
have  been  black,  white,  brown,  yellow,  not  once  did  I  hear  ref.  It 
is  most  interesting  to  sit  here  before  you  to  listen  to  people  debate 
about  what  is  fair  and  what  is  not,  but  I  am  hopeful  that  my  com- 
ments today  will  be  to  educate  the  subcommittee  about  the  special 
needs  of  Indian  tribes  and  the  factors  that  we  have  to  deal  with 
on  a  daily  basis. 

We  are  glad  that  the  Congress  and  the  Clinton  administration 
has  taken  a  look  at  CRA.  And  for  your  information,  Indian  tribes 
are  not  aware  of  this  particular  act.  The  Navajo  Nation  only  real- 
ized about  a  couple  of  years  ago  that  there  was  such  an  act. 

Let  me  just  give  you  an  example  of  what  we  have  to  deal  with. 
I  have  a  map  here.  This  is  a  map  of  our  reservation.  It  extends 
from  New  Mexico,  Arizona,  and  into  Utah.  About  the  size  of  West 
Virginia,  17  million  square  miles.  West  Virginia  has  1,800  miles  of 
paved  roads.  The  Navajo  Nation  has  2,000  square  miles.  Across 
this  big  area,  we  have  three  banks.  Three  banks.  In  fact,  the  third 
bank  is  housed  in  a  trailer. 

We  also  have  tribal  members  driving  as  far  or  as  long  as  4  hours 
to  and  from  to  deposit  their  money  into  banks.  And  I  think  this  is 
just  a  very  good  example  of  what  Indian  reservations  have  to  deal 
with.  And,  of  course,  part  of  that  problem  is  our  status;  the  fact 
that  we  have  to  deal  with  the  U.S.  Government  on  a  govemment- 
to-govemment  basis;  and  that  we  are  under  the  auspices  of  the 
U.S.  Government,  where  our  lands  are  held  in  trust.  That  hinders 
banks  from  coming  in  and  doing  business  with  Indian  tribes,  and 
a  lot  of  them  are  not  wanting  to  do  business  for  that  reason. 

They  also  are  concerned  about  repossession  in  case  there  is  a  de- 
fault, even  though  our  Nation,  the  largest  Indian  tribe,  has  got  re- 
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possession  laws.  We  also  have  commercial  codes  to  govern  some  of 
these  things,  and  there  is  a  fear  that  whatever  investments  or 
whatever  is  loaned  to  Indian  persons,  will  never  be  recovered,  and 
that  is  not  the  case. 

We  also  have  an  unemployment  rate  of  approximately  50  per- 
cent, in  most  cases.  The  average  income,  approximately  less  or 
right  around  $6,000  a  year,  far  below  the  national  norm,  and  when 
we  want  to  develop,  we  run  into  problems  of  people  not  wanting 
to  lend  money  for  development.  As  a  result,  we  end  up  coming  to 
Congress,  coming  to  the  U.S.  Government,  saying,  look,  we  need 
help  to  do  certain  things.  And  I  think  for  those  reasons  it  is  really 
important  that  financial  institutions  become  a  necessity  or  it  is  a 
necessity  to  develop  the  private  sector  that  we  want  to  do. 

Through  the  use  of  the  CRA,  only  this  past  year,  when  we  filed 
a  protest  using  the  CRA  with  a  bank  that  wanted  to  come  onto  the 
Navajo  Reservation,  Norwest,  were  we  able  to  get  them  to  become 
responsive  to  the  needs  that  our  Nation  has.  They  talked  about 
putting  forth  $60  million  in  loans  over  the  next  10  years — we  hope 
that  happens— 43uilding  new  banks  in  various  communities,  includ- 
ing ATM  machines.  We  don't  have  those  at  the  present  time.  We 
are  hopeful  that  those  promises  will  be  kept. 

The  economic  circumstances  and  needs,  the  infrastructure  defi- 
ciencies, the  geographical  and  governmental  isolation  demand  that 
something  be  done.  We  need  help  from  here  to  correct  the  long- 
standing reluctance  of  banks  to  locate  and  work  with  Indian  tribes; 
and  we  nave  several  recommendations. 

First,  that  Federal  financial  supervising  agencies  become  aware 
of  their  Federal  trust  responsibility  to  Indian  tribes  and  that  they 
carry  out  that  responsibility.  Many  times,  when  you  talk  of  Indian 
tribes,  everybody  assumes  that  the  Bureau  of  Indian  Affairs  is  the 
only  agency  responsible.  That  is  not  the  case.  We  have  a  treaty 
with  the  U.S.  Government  and  that  includes  all  facets,  and  I  want 
this  subcommittee  to  understand  that. 

Second,  all  financial  institutions  be  mandated  to  negotiate  with 
the  respective  tribal  government,  not  tribal  members  or  commu- 
nities, because  we  are  dealing  on  a  government-to-government 
basis. 

Third,  that  there  be  an  interstate  banking  exemption  for  our  res- 
ervation in  particular  because  of  the  fact  that  we  do  deal  with 
three  different  States. 

Fourth,  Federal  financial  supervisor  agency  heads  and  examiners 
must  visit  Indian  reservations.  We  invite  you  to  come  to  Indian  res- 
ervations to  see  for  yourself  the  conditions  we  live  in. 

Fifth,  that  CRA  implementation  include  a  vastly  expanded  pro- 
gram of  outreach  to  Indian  country.  We  feel  this  is  important. 

Sixth,  that  Federal  financial  supervisory  agencies  conduct  a  thor- 
ough study  of  banking  practices  in  Indian  country.  And  I  would  al- 
most believe  today  that  in  the  amount  of  Indian  tribes  throughout 
this  Nation  there  would  be  less  than  five  banks,  and  that  is  amaz- 
ing. We  have  over  100-some-odd  tribes. 

Seven,  CRA  documentation  should  not  be  reduced.  We  need  their 
help. 

Eight,  objective  criteria  should  be  established  relative  to  CRA  ob- 
ligations on  Indian  reservations. 
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Ninth,  enforce  the  law.  We  need  enforcement  in  order  for  us  to 
move  forward. 

Tenth,  that  commitment  made  by  banks  be  enforceable  contrac- 
tual obligations. 

Eleventh,  the  U.S.  Department  of  Justice  step  up  its  efforts  to 
look  into  possible  civil  rights  and  other  violations.  We  definitely 
need  the  help  of  this  subcommittee  to  address  lending,  housing, 
and  other  matters  through  this  particular  act.  We  need  help  and 
we  are  looking  to  you  to  do  so. 

I  want  to  thank  you  for  giving  me  this  opportunity,  but  also  to 
let  you  know  that  it  is  not  only  Navajo  that  is  under  this  particular 
set  of  this  predicaments  but  other  Indian  Nations  are  also  experi- 
encing similar  problems. 

Thank  you,  Mr.  Chairman,  and  members  of  the  subcommittee, 

[The  prepared  statement  of  Mr.  Plummer  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Thank  you,  very  much,  Mr.  Vice  President. 

You  say  on  page  3  of  your  testimony  that  lenders  refuse  to  make 
loans  on  Navajo  Reservations  due  to  some  mistaken  notion  about 
collateral  on  lands  held  in  trust  by  the  Navajo  Nation.  Have  you 
contacted  any  of  the  regulators — for  instance,  some  of  those  who 
were  just  here,  and  told  them  of  your  concerns?  And  if  so,  what 
was  their  response,  and  can  our  subcommittee  help  you  in  any 
way? 

Mr.  Plummer.  The  contacts  that  have  been  made — the  Navajo 
Nation  was  not  aware  of  this  particular  act  until  about  2  years  ago, 
and  since  that  time  we  have  begun  to  pursue  addressing  the  mat- 
ter to  the  regulators  and  there  have  been  public  hearings  that  were 
held  throughout  the  Nation,  one  in  Albuquerque,  where  we  brought 
this  matter  to  their  attention.  So  they  are  now  aware  of  our  situa- 
tion at  this  point. 

Chairman  Kennedy.  Well,  I  want  to  thank  you  for  bringing  these 
issues  to  the  attention  of  the  subcommittee.  Your  criticism  is  well 
taken  in  terms  of  my  own  comments  indicating  our  concerns  about 
blacks,  browns,  yellows,  and  I  will  now  make  every  effort  to  make 
certain  that  I  include  American  Indians  as  well. 

In  any  event,.  I  do  very  much  appreciate  your  willingness  to  come 
such  a  great  distance  and  to  provide  us  with  your  testimony.  You 
can  rest  assured  that  we  will  continue  to  pursue  the  issues  that 
you  have  outlined  this  afternoon;  and  we  will  welcome  you  into  an 
effort,  an  ongoing  effort  to  try  to  make  our  banks  and  our  regu- 
lators more  sensitive  to  the  needs  of  all  the  people  of  our  country. 
So  thank  you  very  much  for  your  testimony  today,  and  I  look  for- 
ward personally  to  working  with  you  in  the  future. 

I  also  want  to  thank  Elizabeth  Furse  for  her  efforts  in  bringing 
you  before  the  subcommittee;  it  was  excellent  testimony.  Elizabeth, 
do  you  have  any  questions  that  you  want  to  pursue? 

Ms.  Furse.  Two  short  questions. 

Chairman  Kennedy.  That  is  fine.  Go  ahead. 

Ms.  Furse.  Mr.  Vice  President,  you  talk  about  outreach  to  the 
reservations.  When  you  say  that  there  has  been  a  lack  of  outreach, 
is  that  a  lack  of  the  bank's  outreach  or  has  there  also  been  a  lack 
of  government  agencies  making  the  correct  outreach  to  you  as  the 
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tribal  government?  Do  you  see  this  as  both  private  and  public 
failure? 

Mr.  Plummer.  Both.  Both.  The  private  sector,  the  banking  insti- 
tutions, are  afraid  to  come  in  because  of  the  land  status  that  we 
do  have. 

Now,  as  far  as  the  governmental  agencies  are  concerned,  they 
just  do  not  want  to  deal  with  it  at  this  point.  I  think  as  long  as 
we  begin,  or  continue  to  put  pressure  on,  we  are  hopeful  that  such 
responses  will  become  evident. 

Ms.  FURSE.  May  I  ask  you  another  question  that  is  slightly  off 
the  testimony  today,  but  because  this  subcommittee  also  deals  with 
this,  I  would  like  to  ask  you  if  you  could  comment. 

We  have  been  looking  at  the  issue  of  redlining  in  insurance,  and 
we  have  not  had  testimony  from  Indian  tribes  on  that  issue.  Is  that 
an  issue  where  you  find  insurance  is  also  difficult  for  tribal  mem- 
bers to  obtain  on  reservations? 

Mr.  Plummer.  Very  much  so.  We  have  a  problem  of  segregation, 
I  guess,  in  one  instance.  I  will  make  that  very  broad:  The  fact  that 
there  are  higher  interest  rates,  say,  for  automobile  insurance  in  the 
Four  Comers  area,  just  because  the  Indian  reservation  is  there.  So 
it  is  a  problem,  and  I  think  that  needs  to  be  addressed. 

Ms.  Purse.  Is  this  something  which  the  government — your  gov- 
ernment has  had  any  opportunity  to  speak  to  the  regulators,  insur- 
ance regulators  about? 

Mr.  Plummer.  Not  at  this  point,  no. 

Ms.  FURSE.  Well,  I  want  to  thank  you  so  much  for  coming,  and 
I  so  appreciate  your  presence  here.  It  has  been  a  great  help,  and 
I  will  certainly  continue  to  follow  this  issue.  Thank  you. 

Chairman  Kennedy.  Thank  you,  Ms.  Furse. 

Ms.  Waters,  do  you  have  any  questions? 

Ms.  Waters.  No,  no  questions.  I  would  like  to  thank  you  for  com- 
ing. I  know  that  the  discrimination  that  you  experience  on  reserva- 
tions is  monumental;  and  as  I  listened  to  your  testimony,  I  sat  here 
and  started  to  think  about  ways  in  which  we  should  look  at  orga- 
nizing banks,  for  allowing  the  organization  of  banks  on  Indian  res- 
ervations in  ways  that  would  serve  the  population.  If  the  major 
banks  or  the  mainstream  banks  do  not  want  to  do  it,  maybe  we 
need  to  look  at  ways  by  which  Indian  reservations  can  organize 
their  banks  so  that  they  can  serve  their  people.  I  would  be  really 
interested  in  working  with  you  on  that. 

Thank  you. 

Chairman  Kennedy.  Thank  you. 

Mr.  Plummer.  We  certainly  need  your  help,  and  we  are  looking 
to  you.  Thanks  a  lot. 

Chairman  Kennedy.  Terrific.  Thank  you,  Mr.  Vice  President. 
This  panel  is  now  excused. 

Our  third  panel — I  think  it  is  actually  our  fourth  panel 

Ms.  Waters.  Excuse  me.  Before  the  Honorable  Mr.  Plummer 
leaves,  I  would  like  to  draw  their  attention  to  community  develop- 
ment bank  legislation  that  is  being  proposed  by  the  Clinton  admin- 
istration. Would  you  pay  attention  to  that  and  talk  with  us  about 
that? 

Mr.  Plummer.  Yes,  ma'am. 
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Chairman  Kennedy.  Thank  you.  Would  the  next  panel  please 
come  forward — ^Allen  Fishbein,  Maudine  Cooper,  Catherine 
Bessant,  John  Taylor,  and  John  Brown. 

Allen  Fishbein  is  the  general  counsel  for  the  Center  for  Commu- 
nity Change  and  directs  a  neighborhood  revitalization  project.  The 
CCTc  is  a  national  technical  assistance  and  advocacy  organization 
that  aids  low-income  and  minority  community-based  organizations. 
Mr.  Fishbein  has  more  than  14  years'  experience  in  advising  local 
citizens  groups  that  are  concerned  about  the  availability  of  loans 
and  banking  services  in  their  communities.  As  part  of  his  work,  he 
provided  legal  representation  for  the  first  successftil  challenges  to 
a  bank  expansion  application  under  the  CRA. 

Thank  you  very  much  for  testifying  this  morning,  Mr.  Fishbein, 
and  please  proceed. 

STATEMENT  OF  ALLEN  FISHBEIN,  GENERAL  COUNSEL,  THE 
CENTER  FOR  COMMUNITY  CHANGE 

Mr.  FiSHBEEN.  Thank  you,  Mr.  Chairman,  it  is  a  pleasure  to  be 
here  this  morning  before  this  subcommittee;  and  because  of  your 
leadership  in  this  field — and  the  members  of  the  subcommittee — 
I  think  this  subcommittee  has  played  an  important  role  in  trying 
to  move  the  area  of  community  reinvestment  and  fair  lending  en- 
forcement forward. 

Chairman  Kennedy.  Thank  you. 

Mr.  Fishbein.  Mr.  Chairman,  I  want  to  submit  some  additional 
attachments  that  I  brought  with  me  into  the  record,  in  addition  to 
my  written  testimony,  if  I  can. 

Chairman  Kennedy.  Without  objection,  so  ordered 

Mr.  Fishbein.  Thank  you  very  much.  I  was  asked  to  testify  about 
our  thoughts  on  the  Clinton  Community  Reinvestment  Reform  pro- 
posal and  on  the  status  of  fair  lending  enforcement. 

First,  about  the  CRA  reform  initiative:  We  have  been  encouraged 
from  the  very  outset.  President  Clinton  signaled  he  wanted  to  im- 
prove enforcement  in  this  area,  and  we  have  been  encouraged  by 
lis  words.  Really,  up  until  this  point,  the  strength  of  CRA,  we  be- 
ieve,  has  rested  with  community  organizations  and  with  the  public 
rather  than  with  the  formal  regulatory  process. 

We  believe  that  the  first  step  that  the  Clinton  administration 
needed  to  take  was  to  demonstrate  a  sincere  commitment  to  enforc- 
ing this  very  important  law.  And  we  believe  that  they  have  been 
on  the  right  track.  We  were  very  encouraged  with  the  appointment 
of  Mr.  Ludwig  as  Comptroller  of  the  Currency,  and  we  think  moves 
like  that  are  helping  to  restore  the  credibility  of  the  formal  regu- 
latory apparatus  in  this  area. 

At  the  same  time,  I  think  we  have  to  acknowledge  continuing 
problems  with  CRA,  and  we  should  not  think  that  the  inadequacies 
of  the  past  have  been  corrected.  My  organization  did  some  research 
which  seems  to  show  that  under  the  period  of  time  that  the  admin- 
istration has  been  in  office,  that  actually  there  has  been  a  great  in- 
flation in  this  area  of  evaluation  process;  whereas  we  found  with 
the  Comptroller  of  the  Currency,  in  the  first  2  years  of  CRA  ratings 
being  public,  about  14  percent  of  national  banks  were  receiving 
less-than-satisfactory   CRA  ratings.   Since  January   of  this  year, 
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right  up  through  September,  only  10.3  percent  have  been  receiving 
less-than-satisfactory  ratings. 

Similarly,  for  the  FDIC,  whereas  in  the  first  2  years  of  public  dis- 
closure, 9  percent  of  the  banks  supervised  by  that  agency  were  re- 
ceiving less-than-satisfactory  ratings,  since  January  right  up 
through  September  only  5.6  percent  of  State  chartered  noninember 
institutions  are  receiving  less-than-satisfactory  ratings.  Similar  fig- 
ures for  the  OTS  and  the  Fed. 

I  raise  this  to  suggest  that  that  could  be  viewed  in  a  positive 
way,  that  perhaps  the  banks  are  getting  the  message  and  more  se- 
rious efforts  are  under  way.  Or  it  can  be  viewed  that  banks  are 
kind  of  learning  how  to  tailor  their  performance  to  what  they  be- 
lieve the  regulators  need,  and  we  are  starting  to  see  the  same  kind 
of  inflation  in  the  grading  svstem  that  we  saw  throughout  the 
1980's;  and  I  hope  it  is  certainly  not  the  latter. 

Second,  the  Federal  Reserve  Board  is  still  the  Federal  Reserve 
Board.  There  have  been  recent  requests  made  by  community 
groups  and  statewide  coalitions  that  have  sought  to  get  public 
hearings  on  very  important  interstate  banking  applications  by  out- 
of-State,  large  bank  holding  companies  that  were  seeking  to  come 
into  places  like  Nebraska  and  New  Mexico  onlv  to  have  their  re- 
quests summarily  dismissed.  So  this  seems  to  snow  a  certain  busi- 
ness-as-usual attitude  that  is  occurring. 

The  third  example  I  give  you  is  that  the  Fed  apparently  is  get- 
ting ready  to  release  some  new  information  that  would  be  acces- 
sible to  the  public  about  the  community  reinvestment  performance 
of  the  banks.  It  is  called  the  HOMER  System.  To  the  best  of  my 
knowledge  they  have  involved  absolutely  no  public  input  into  the 
design  of  that  process  thus  far.  Again,  that  is  a  disturbing  sign  that 
business  as  usual  is  continuing. 

Let  me  focus  on  the  Clinton  administration  initiative.  The  ad- 
ministration— and  I  think,  as  Mr.  Ludwig  indicated  earlier — ^has 
chosen  to  concentrate  on  the  CRA  evaluation  process.  Now,  while 
we  think  that  is  a  very  important  focus  and  certainly  important 
part  of  CRA,  that  reform  of  CRA  has  to  be  broader  than  just  simply 
looking  at  the  evaluation  process.  And  in  my  written  testimony  I 
laid  out  some  areas  in  which  we  think  reform  is  needed  in  CRA  as 
well. 

First  and  foremost  to  that  is  expanded  disclosure  of  information 
in  the  small  business  lending  area,  for  example,  which  is  similar, 
Madam  Chairwoman,  to  legislation  that  you  have  introduced,  as 
well  as  four  other  recommendations  in  the  field.  We  think  that  all 
these  must  be  addressed  together. 

Now,  the  evaluation  process  that  has  been  discussed  by  previous 
witnesses  has  focused  initially  on  the  use  of  formulas  which  I  think 
have  a  certain  appeal  in  trying  to  achieve  more  clarity  in  the  eval- 
uation process;  but  we  should  be  clear  there  are  no  quick  fixes  to 
what  people  perceive  as  being  wrong  with  CRA,  and  I  think  we  are 
very  dubious  about  the  use  of  formulas  that  are  arrived  at  by 
Washington,  especially  imtil  an  adequate  data  base  can  be  gen- 
erated to  measure  baseline  performance  of  individual  banks. 

Moreover,  we  fear  that  the  use  of  formulas  would  intensify  the 
feeling  which  is  already  prevalent  among  many  banks  that  CRA  is 
merely  an  obligation  rather  than  a  recommendation  to  make  lend- 
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ing  to  low-  and  moderate-income  communities  and  minorities  more 
an  integral  part  of  the  business  of  their  banking  practice. 

As  an  alternative,  it  has  been  suggested  that  the  use  of  a  CRA 
strategic  plan  would  be  helpful,  in  which  banks  would  have  to  as- 
sess local  community  needs,  come  up  with  a  plan  which  would  in- 
clude loan  goals;  and  that  the  regulators  would  evaluate  their  per- 
formance based  on  how  well  they  achieved  the  goals  that  were  set 
forth  in  their  own  plan. 

I  think  that  has  a  certain  advantage  to  it  in  that  it  would  put 
the  emphasis  on  banks  having  to  address  local  community  credit 
needs,  which  is  where  we  believe  the  process  really  needs  to  begin; 
but  our  fear  is  it  also  puts  a  tremendous  burden  on  community 
groups  in  the  general  public,  and  that  without  some  indicators  to 
measure  objective  performance  of  institutions,  banks  can  merely 
decide  to  do  what  they  were  going  to  do  anyway,  get  that  ratified 
by  regulators  who  are  not  qualified  to  do  this,  and,  really — the  ex- 
panded lending  that  Mr.  Kennedy  and  others  have  been  talking 
about  would  really  not  occur. 

In  any  event,  we  think  that  the  administration's  timetable  for  re- 
form in  this  area  is  a  very  strict  one,  and  we  hope  it  does  not  be- 
come a  straightjacket;  and  we  really  feel  a  transition  period  in 
order  to  implement  the  best  aspects  of  these  two  proposals  that  I 
am  talking  about  will  be  needed  if  we  are  to  see  the  CRA  enforce- 
ment process  improve. 

Let  me  also  briefly  discuss  the  state  of  fair  lending  enforcement 
from  our  perspective.  As  I  said  in  my  written  testimony,  we  have 
been  down  so  long  in  this  area  it  all  looks  like  it  is  up  to  me.  By 
saying  that  we  are  seeing  progress  in  this  area,  it  would  be  hard 
not  to  achieve  progress,  because  anything  being  done  would  rep- 
resent an  improvement  over  the  past. 

We  have  testified  before  about  the  public's  complete  loss  of  con- 
fidence in  the  ability  of  the  Federal  regulatory  apparatus  to  enforce 
the  fair  lending  laws.  Rather  startling,  earlier  this  year  they  con- 
ceded their  own  procedures  they  have  oeen  using  the  past  15  years 
were  inadequate  to  find  lending  discrimination;  and  it  was  shown 
in  the  fact  they  have  not  found  substantive  violations  under  the 
Fair  Housing  and  Equal  Credit  Opportunity  Acts. 

We  certainly  think  the  administration  deserves  credit  for  seeking 
to  restore  public  confidence  through  the  appointments  of  people 
like  Gene  Ludwig  and  Henry  Cisneros  and  Roberta  Achtenberg, 
which  we  view  as  very  positive  steps  in  trying  to  correct  what  was 
broken  from  before. 

But  in  the  end,  enforcement  actions  still  speak  louder  than  words 
and  we  are  still  awaiting  evidence  that  the  lenders  who  discrimi- 
nate will  be  prosecuted  by  the  Federal  Government  to  the  fullest 
extent  of  the  law.  And,  quite  frankly,  we  have  still  not  seen  that 
occur. 

A  recent  study  by  ACORN  demonstrated  that  lending  discrimina- 
tion is  not  something  that  is  going  to  disappear  easily  or  merely 
because  of  good  intentions.  The  study  found  that  the  percentage  of 
applications  by  blacks  for  mortgage  credit  actually  reduced,  went 
down  steadily,  between  the  years  1990  and  1992;  and  referrals  to 
the  Department  of  Justice  and  HUD  by  the  regulators  have  not  in- 
creased. And  we  hear  rumors  of  tensions  and  friction  between  the 
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agencies,  which  certainly  should  not  be  the  case  in  this  area  be- 
cause we  think,  given  the  track  record  of  all  these  agencies,  a  more 
coordinated  interagency  approach  is  absolutely  crucial. 

So  in  closing,  let  me  say  that  we  feel  the  administration  deserves 
praise  for  bringing  a  new  attitude  to  CRA  enforcement  and  fair 
lending  enforcement,  and  certainly  we  have  seen  some  very  positive 
signs.  But  improving  enforcement  in  both  these  areas  will  not  be 
easy,  given  the  culture  that  exists  in  these  regulatory  agencies  that 
is  resistant  to  being  active  in  this  area.  And  we  believe,  last,  that 
diligent  and  relentless  oversight  by  this  subcommittee  is  absolutely 
essential  and  important  ingredient  to  ensure  progress  in  these 
areas  continues  to  occur. 

[The  prepared  statement  of  Mr.  Fishbein  can  be  found  in  the 
appendix.] 

Ms.  Waters  [presiding].  Thank  you  very  much,  Mr.  Fishbein.  I 
am  appreciative  that  you  have  spent  the  time  here  awaiting  your 
turn  for  testimony.  Your  testimony  is  important  and  the  fact  you 
have  remained  with  us  indicates  your  commitment  and  deter- 
mination. 

I  would  like  next  to  call  on  Ms.  Maudine  Cooper,  currently  the 
president  and  chief  executive  officer  of  the  Washington  Urban 
League.  The  Urban  League  is  a  nonprofit  community  service  orga- 
nization that  provides  direct  services  in  a  variety  of  areas,  includ- 
ing employment  and  training,  youth  and  family  services,  and  busi- 
ness and  community  development. 

Ms.  Cooper  has  served  as  the  director  of  the  District  of  Columbia 
Office  of  Human  Rights  and  was  also  appointed  to  head  the  Minor- 
ity Business  Opportunity  Commission  for  the  District. 

Ms.  Cooper,  I  know  you  have  important  testimony,  I  am  looking 
forward  to  hearing  from  you.  And  let  me  just  add  that  Ms.  Cooper 
is  a  friend  that  I  have  known  for  a  long  time,  and  I  am  extremely 
proud  of  her  work  and  the  leadership  she  has  provided.  Welcome, 
and  thank  you  for  coming  today. 

STATEMENT  OF  MAUDINE  R.  COOPER,  PRESffiENT  AND  CHIEF 
EXECUTIVE  OFFICER,  WASfflNGTON  URBAN  LEAGUE 

Ms.  Cooper.  I  will  ask  that  my  entire  piece  of  testimony  be  sub- 
mitted for  the  record.  I  would  also  like,  hopefully  at  the  end  of  the 
Q&A  period,  to  try  to  respond  to  some  of  the  other  things  that  I 
have  heard  today.  I  think,  unfortunately,  we  are  so  hung  up  on  the 
statistical  reporting  rather  than  viewing  the  other  end  of  this  proc- 
ess, which  is  being  a  person  who  has  been  denied  or  harassed  or 
made  to  feel  as  though  they  are  perhaps  not  as  important  or  not 
as  worthy  as  some  others  in  this  whole  credit  process. 

We  have  a  report  that  has  been  the  basis  of  our  study  to  show 
you  what  is  going  on  in  the  District  of  Columbia,  and  I  would  sus- 
pect that  the  District  probably  reflects  many  of  our  communities. 
Having  just  returned  from  Atlanta  and  having  heard  from  the  Fed- 
eral Reserve  Director  down  there  about  the  Decatur  lending  situa- 
tion and,  indeed,  the  legal  actions  that  followed  it,  I  am  sure  had 
they  done  a  study  like  that  in  the  District,  we  probably  would  have 
found  a  bank  very  similar  in  many  ways. 

There  is  an  unpublished  study  entitled  the  "District  of  Columbia 
Financial  Institutions,  Summary  of  Lending  Activity,  with  a  Spe- 
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cial  Emphasis  on  Underserved  and  Minority  Populations."  I  was 
privy  to  the  findings  of  that  study;  and  once  it  is  completed  and 
issued  to  the  public,  I  will  make  sure  this  entire  committee  gets  a 
copy  of  that. 

A  couple  of  numbers  that  leaped  out  at  me:  In  1992,  7,157  loans 
were  approved  in  the  District  of  Columbia,  totaling  $249.6  million. 
Of  this  number,  43  percent  of  the  loans  were  approved  for  minori- 
ties, including  African-Americans,  which  amounted  to  27  percent  of 
the  dollars. 

Now,  be  mindful  that  the  District  of  Columbia  has  a  minority 
population  of  approximately  70  percent. 

Also,  we  looked  at  the  numbers  from  that  study  for  the  African- 
American  loan  applications  alone.  In  1990,  African- Americans,  who 
represented  at  that  time  65.8  percent  of  the  population,  received 
only  39  percent  of  the  total  number  of  loans  approved  and  24  per- 
cent of  the  dollars. 

In  the  District,  we  do  have  a  very,  very  serious  problem  with 
loan  lending  patterns  and  practices;  and  now  as  it  begins  to  be 
brought  up,  if  you  will,  in  the  climate  of  mergers  and  acquisitions, 
we  are  finding  decisions  are  being  made  in  other  jurisdictions — 
whether  Texas  or  the  Carolinas  or  some  other  jurisdictions — by  in- 
dividuals who  have  very  little  knowledge  of  what  is  going  on  here. 

For  we  are  real  pleased  and  proud  when  examples  are  found  of 
the  lending  institutions  saying,  because  I  am  not  from  here,  we 
want  to  get  involved  with  the  community  and  indeed  get  to  know 
you  and  what  is  going  on  in  your  community. 

In  that  same  study,  there  was  an  analysis  of  lending  by  wards, 
and  as  you  may  know,  the  District  is  divided  into  eight  wards.  Ob- 
viously, for  those  who  have  been  here  for  more  than  15  minutes, 
you  knows  ward  3  is  our  affluent  ward;  wards  6,  7,  8,  and  some- 
times 5  and  the  others,  do  not  receive  the  same  degree  of  mortgage 
lending  acceptance  as  affluent  ward  3.  For  example,  the  study 
showed  23  percent  of  the  loans  were  made  to  that  ward  while  mi- 
norities in  ward  5  accounted  for  only  1 1  percent. 

Again,  ward-by-ward  analysis  will  show  you  even  more  defini- 
tively what  is  happening  in  this  community — in  our  Nation's 
Capital. 

I  see  this  intimidating  light  over  here. 

There  are  a  couple  of  recommendations  at  the  end  of  our  testi- 
mony we  would  like  to  point  out  and  some  things  we  would  like 
to  share  with  you.  One  is,  as  we  look  at  the  disparities,  we  need 
to  be  sure  the  community  is  involved.  You  don't  have  enough  exam- 
iners, enough  regulators,  enough  paper  to  really  monitor  what  is 
going  on  with  these  banks. 

I  was  interested  in  what  Congressman  Baker  was  saying.  We 
have  no  way  of  knowing  how  many  individuals  would  pick  up  a 
phone  and  call  a  bank  and  be  told  we  are  not  lending,  we  are  lent 
out,  or  you  cannot  come  in  this  week  because,  and  they  give  you 
a  reasonable  "because"  at  the  time.  We  cannot  capture  them  in  any 
of  this  data  because  they  got  turned  away  at  the  very  outset. 

In  addition,  when  we  look  at  the  relationships  between  banks 
and  the  client  community,  the  Urban  League  is  proud  to  be  part 
of  a  second-look  program  with  the  NationsBank;  again,  it  has  come 
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in  and  merged  with  a  number  of  our  banks  and  is  trying  to  be  a 
good  citizen. 

This  is  a  new  program,  a  pilot  program.  It  is  something  18 
Urban  League  affiliates  from  the  State  of  Florida  all  the  way  up 
to,  I  believe,  New  York,  are  involved  in.  Since  that  has  been  pub- 
licized, a  number  of  banks  have  come  to  us  and  said,  we  want  to 
get  involved  with  you  in  this  program.  Sometimes  even  a  third  may 
be  appropriate;  but  a  lot  of  things  going  on  in  our  community 
banks  do  not  capture  in  their  statistical  bases. 

For  example,  it  was  pointed  out  in  a  recent  training  session  with 
NationsBank,  poor  people  are  often  penalized  when,  in  fact,  they 
can  juggle  on  a  small  amount  of  money  a  mortgage  or  even  apart- 
ment rent,  a  host  of  children,  a  host  of  other  negatives  and  activi- 
ties that  would  make  most  families  dysfunctional.  Rather  than  pe- 
nalizing these  individuals,  they  ought  to  be  given  gold  stars. 

In  addition,  sometimes  banks  look  at  how  long  you  lived  at  your 
present  residence.  If  someone  has  been  shot  in  your  backyard  or  a 
bullet  hole  has  come  through  your  window,  you  move  a  lot.  You 
will  move  to  communities  where  this  does  not  happen.  Moving 
around  should  not  be  viewed  in  all  instances  as  a  negative  for  cred- 
it ratings  or  creditworthiness. 

There  are  a  number  of  things  and  issues  in  our  communities  that 
need  to  be  explained,  need  to  be  understood,  that  do  not  fit  or  coin- 
cide with  the  rest  of  America. 

What  we  are  finding  here  in  Washington — I  want  to  summarize 
quickly — is  that  even  with  our  own  very  progressive  laws  in  the 
District  of  Columbia,  the  absence  of  strong  monitoring,  the  failure 
or  absence  of  sanctioning  that  can  be  imposed  quickly  does  make 
the  legal  imposition  that  appears  in  many  of  our  bank  regulations 
a  joke.  What  we  have  to  do  is,  as  we  look  at  the  different  regula- 
tions, propose  changes  in  CRA — and  as  a  former  regulator,  f  can 
say  to  you  the  paperwork  can  be  overbearing  and  burdensome.  We 
have  to  make  sure  the  community  is  involved,  that  nonprofits  are 
involved  throughout  the  system — people  becoming  the  eyes  and 
ears  of  the  government  regulators  and  that  we,  in  fact,  have  more 
partnerships,  more  activities,  and  indeed  more  opportunities  to 
work  with  the  banks. 

Again,  these  are  our  community  people  we  are  talking  about. 

Again,  I  would  like  to  respond  during  the  Q&A  session  and  talk 
about  some  experiences  we  in  the  Urban  League  are  having  in  the 
Washington,  DC  community.  Thank  you. 

[The  prepared  statement  of  Ms.  Cooper  can  be  found  in  the 
appendix.] 

Ms.  Waters.  Thank  you  very  much,  Ms.  Cooper.  I,  too,  appre- 
ciate the  time  you  have  spent  here  today,  awaiting  your  turn  for 
your  testimony.  I  know  you  have  a  busy  schedule.  Too,  this  indi- 
cates your  commitment  to  this  whole  issue. 

^ain  thanks.  And  I  will  move  on  to  Ms.  Bessant. 

Ms.  Bessant  is  a  senior  vice  president  and  director  of  community 
investment  for  NationsBank  Corp.  Ms.  Bessant's  responsibilities  in- 
clude implementing  the  corporation's  community  investment  policy, 
including  providing  loan  products  and  other  services  to  markets 
that  historically  have  had  difficulty  gaining  access  to  financial 
institutions. 
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I  would  like  to  express  my  appreciation  for  your  being  with  us 
today,  Ms.  Bessant.  Also,  allow  me  to  take  this  opportunity  to 
thank  you  for  being  with  us  during  Congressional  Black  Caucus 
Week,  where  you  testified  in  one  of  the  workshops  that  I  chaired. 
Your  testimony  was  quite  good,  and  I  was  appreciative  of  the  ef- 
forts that  you  described  that  NationsBank  is  making  in  this 
community. 

STATEMENT  OF  CATHERINE  BESSANT,  DIRECTOR, 
COMMUNITY  INVESTMENT,  NATIONSBANK 

Ms.  Bessant.  Thank  you.  I  thought  we  had  a  very  interesting 
session. 

I  am  Cathy  Bessant,  community  investment  executive  for 
NationsBank.  I  appreciate  the  opportunity  to  be  here  today  and  to 
share  NationsBank's  position  on  the  Community  Reinvestment  Act. 

We  are  the  fourth  largest  bank  in  the  United  States,  We  serve 
more  than  660  communities  from  Baltimore,  south  to  Miami,  and 
west  to  El  Paso.  You  might  or  might  not  be  surprised  to  know  that 
40  percent  of  our  service  areas  meets  the  definition  of  an  under- 
served  market.  So  for  my  company,  community-based  lending  is  far 
more  than  the  right  thing  to  do.  It  is  far  more  than  some  nebulous 
concept  of  good  business.  It  is  absolutely  essential  to  our  success 
as  a  company. 

Long-term  community  prosperity  directly  impacts  our  corporate 
prosperity.  So  we  have  implemented  a  community  investment  pro- 
gram with  some  very  aggressive  goals  which,  I  might  add,  we  are 
exceeding. 

Our  chairman,  Hugh  McColl,  has  pledged  that  NationsBank  will 
make  a  minimum  of  $10  billion  in  community  development  loans 
by  the  end  of  the  decade.  In  the  first  year  of  this  pledge, 
iNationsBank  loaned  more  than  $2.2  billion  for  affordable  housing, 
small  business,  and  other  community  development  projects.  I  am 
proud  to  say  that  we  are  on  a  pace  to  exceed  even  the  ambitious 
$10  billion  goal. 

Now,  I  don't  intend  to  document  our  community  lending  accom- 
plishments to  you  today.  Details  are  contained  in  our  written  sub- 
mission. Suffice  it  to  say  that  we  have  changed  our  way  of  doing 
business  over  the  last  several  years.  Our  efforts  have  been  aggres- 
sive and  thev  have  been  varied,  and  we  have  tried  to  go  beyond 
promises  and  are  producing  results. 

Are  we  where  we  want  or  need  to  be?  Absolutely  not.  Not  yet 
anyway.  But  it  remains  our  goal  to  be  the  leader  in  community  de- 
velopment lending. 

I  should  stress  to  you  that  nobody — and  certainly  no  regulation — 
compels  us  to  make  this  effort.  We  do  it  because  we  see  the  poten- 
tial of  this  market  and  we  want  to  act  on  every  base  opportunity 
we  have  got.  It  is  highly  ironic  and  enormously  frustrating  then 
that  we  find  ourselves  actually  hampered  by  the  CRA,  the  very  law 
that  ought  to  be  promoting  this  effort.  At  the  risk  of  preaching  to 
the  choir,  I  respectfully  urge  you  and  your  colleagues  to  help  us 
strengthen  the  CRA. 

Again,  you  may  have  heard  my  company's  position  on  CRA  re- 
form is  not  always  popular  in  our  industry.  Some  people  say  we 
have  "sold  out"  or  have  given  away  important  "bargaining  chips." 
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Therefore,  I  will  be  very  clear:  I  speak  again  today  only  for 
NationsBank.  We  advocate  a  stronger,  more  results-oriented  Com- 
munity Reinvestment  Act.  Our  communities  rightfully  demand  it 
and  our  desire  to  be  effective  necessitates  it. 

To  be  blunt,  as  you  all  know,  the  CRA  does  not  do  what  its  fram- 
ers  intended.  Most  people  outside  the  banking  industry — ^perhaps 
some  of  the  people  that  were  earlier  in  this  room — think  that  the 
CRA  encourages  or  tracks  community  lending  results.  In  fact,  it  is 
true,  the  law  emphasizes  process  at  the  expense  of  results  and  ac- 
tually detracts  from  our  community  development  efforts.  Our  regu- 
lators look  more  closely  at  our  documentation  than  they  do  at  the 
amount  of  lending  we  do. 

Because  of  this  orientation,  banks  with  similar  performance  rat- 
ings can  receive  markedly  different  ratings  depending  upon  a  num- 
ber of  different  factors:  It  could  be  geography,  the  time  of  the  year, 
a  member  of  the  examining  team;  or  to  tell  you  how  it  really  feels, 
like  the  phases  of  the  Moon. 

The  performance  results  themselves  are  dismally  unclear.  In 
fact,  they  are  so  fuzzy  it  is  almost  comical. 

How  are  we  then  supposed  to  know  how  we  are  being  measured? 
How  can  our  communities  possibly  know  how  we  are  doing?  And 
how  do  we  know  who  the  bad  guys  are?  Our  communities  believe 
that  we  should  direct  our  actions  based  on  community  needs.  We 
agree,  but  the  state  of  the  regulatory  process  is  such  that  the  regu- 
latory g^delines  relate  very  little  to  extending  credit;  and  that  is 
exactly  why  I  am  here  today. 

In  a  CRA  reform  initiative,  President  Clinton  asked  the  regu- 
lators to  recommend  changes  to  the  way  they  regelate.  I  have 
watched  the  regulators  advance  their  mission.  I  have  had  a  chance 
to  have  input  into  their  process.  I  am  encouraged  that  the  end  re- 
sult will  be  significantly  better  enforcement  and  interpretation. 

But  the  changes  necessary  to  bring  about  full  private  sector  par- 
ticipation in  community  development  go  beyond  what  the  regu- 
lators themselves  can  do.  Congress  must  also  act  to  enhance  and, 
in  some  cases,  dictate  the  actions  of  our  regulators.  The  areas  of 
potential  reform  are  numerous,  but  I  would  like  to  focus  on  four 
specific  recommendations  that  we  believe  are  most  critical.  All  four 
of  them  emphasize  results  over  process  and  long-term  solutions 
over  short-term  panacea. 

First,  and  most  important,  we  must  set  objective  standards  for 
CRA  performance  measurement,  objective  standards.  These  stand- 
ards should  be  both  qualitative  and  quantitative  and  should  be  set 
not  only  with  the  input  of  the  banks  out  with  the  input  of  commu- 
nity advocates.  I  know  there  are  a  lot  of  objections  to  this  idea.  You 
have  heard  many  of  them  here  today.  But  these  hurdles  can  and 
must  be  overcome,  because  we  believe  that  objective  standards  are 
absolutely  critical  to  this  process. 

For  example,  instead  of  defining  that  a  certain  process  should  be 
"ongoing"  like  the  law  does  now,  define  "ongoing*^  as  "four  times  a 
year."  Simple  adjustments  like  that  would  make  it  perfectly  clear 
what  level  of  activity  is  required  for  what  level  of  rating.  As  part 
of  this  effort,  again  we  encourage  the  involvement  of  community 
advocates  in  the  process  of  identifying  how  to  measure  and  exactly 
what  is  to  be  measured. 
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As  for  quantitative  measures — and  I  believe  these  are  very  im- 
portant— ^performance  can  be  calculated.  It  truly  can  be  calculated, 
using  a  variety  of  techniques  that  do  factor  in  market  dynamics  or 
bank  size.  Specifically,  communitv  investment  loans  could  be  cal- 
culated as  a  percentage  of  capital  or  as  a  percentage  of  assets,  or 
we  could  use  comparative  measures  such  as  loan-to-deposit,  loan 
growth,  or  loan  penetration  ratios. 

In  short,  we  support  standards  that  make  room  for  qualitative 
and  Quantitative  criteria  that  include  input  from  the  community 
and  tnat  are  fair  to  banks  of  all  sizes.  It  absolutely  can  be  done. 
The  recent  New  York  State  legislation  on  community  lending  is  an 
excellent  guidepost  in  this  process.  I  am  well  convinced  it  is  worth 
working  towara  consensus. 

Second,  nonbank  institutions  that  take  deposits,  receive  govern- 
ment support  or  government  contracts,  should  come  under  the 
CRA.  The  law  was  written  to  stop  banks  from  "redlining,"  but 
banks  take  less  than  half  of  community  deposits  today.  Other  insti- 
tutions— not  covered  by  the  CRA  but  receiving  public  benefit  or 
taking  local  deposits — currently  have  no  responsibility,  or  incen- 
tive, to  lend  in  these  communities.  We  would  further  advocate 
making  government  and  quasi-govemment  agencies,  such  as 
Fguinie  Mae  and  Freddie  Mac  and  the  SBA,  responsible  and  ac- 
countable for  participating — truly  participating — in  community- 
based  lending. 

Third,  I  would  ask  the  subcommittee  to  look  at  clarifying  the 
body  of  consumer  legislation  with  respect  to  its  consistency  with 
community  development  objectives.  There  are  several  laws  and  reg- 
ulations tnat  conflict  with  the  intent  of  CRA  and  actually  create 
barriers  to  effective  programs.  These  include  safety  and  soundness 
regulations,  which  penalize  banks  from  making  creative  yet  safe 
loans;  the  Equal  Credit  Opportunity  Act  itself,  regulation  B,  which 
prohibits  banks  from  collecting  data  which  our  communities  want 
and  which  they  believe  we  are  hiding  from  them;  and  finally,  the 
Home  Mortgage  Disclosure  Act,  which  fails  to  account  for  and 
thereby  discourages  creative  housing  lending. 

And  finally.  Madam  Chairwoman,  while  reform  of  the  Commu- 
nity Reinvestment  Act  does  advance  community  development  objec- 
tives, it  is  at  best  a  short-term  fix.  To  realize  the  full  potential  of 
the  private  sector,  legislation  at  some  point  must  contain  incentives 
for  community  development  activity.  Incentives  work.  To  see  their 
power,  we  need  look  no  further  than  the  low-income  housing  tax 
credit.  It  alone  has  been  responsible  for  the  construction  and  ren- 
ovation of  more  than  500,000  housing  units  since  its  inception  just 
6  years  ago. 

Funding  the  Bank  Enterprise  Act,  passing  H.R.  1700,  would  be 
other  steps  in  the  right  direction. 

In  conclusion,  at  NationsBank  we  welcome  high  standards.  Bring 
them  on.  We  will  exceed  them,  but  we  must  know  what  they  are. 

Thank  you  for  the  opportunity  to  be  here.  I  look  forward  to  your 
questions. 

[The  prepared  statement  of  Ms.  Bessant  can  be  found  in  the 
appendix.] 

Ms.  Waters.  Thank  you  very  much,  Ms.  Bessant.  I,  too,  am  ap- 
preciative of  the  time  you  have  spent  here  today  and  for  the  leader- 
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ship  that  NationsBank  has  given  to  community  investment  and 
lending.  Your  full  testimony,  as  well  as  Ms.  Cooper's  full  testimony, 
will  be  inserted  into  the  record. 

I  shall  move  on  to  Mr.  John  Taylor.  He  is  executive  director  of 
the  National  Community  Reinvestment  Coalition.  NCRC  is  a  coali- 
tion of  over  355  national,  regional,  and  local  organizations  involved 
in  increasing  access  to  credit  by  low-income  and  minority  people. 

It  is  a  pleasure  to  have  you  with  us,  Mr.  Taylor.  Please  proceed. 

STATEMENT  OF  JOHN  TAYLOR,  EXECUTIVE  DIRECTOR, 
NATIONAL  COMMUNITY  REINVESTMENT  COALITION 

Mr.  Taylor.  Thank  you,  Madam  Chairwoman. 

First  off,  I  want  to  specifically  thank  you.  I  am  glad  Chairman 
Kennedy  has  returned  as  well,  to  thank  the  two  of  you  specifically 
for  your  leadership  in  Congress  and  on  the  subcommittee  on  these 
issues.  It  has  been  something  truly  appreciated  by  some  355  mem- 
bers of  our  National  Community  Ileinvestment  Coalition. 

I  would  also  like  to,  if  there  is  no  objection,  have  my  written  com- 
ments submitted  for  the  record. 

Chairman  Kennedy  [presiding].  Without  objection,  so  ordered. 

Mr.  Taylor.  I  want  to  mention  we  have  355  member  organiza- 
tions. This  coalition  has  members — they  are  all  organizational 
members  throughout  the  United  States,  and,  in  fact,  several  of  the 
people  who  testified  today — are  also  active  members.  In  fact,  at  the 
series  of  hearings  which  the  regulatory  agencies  just  conducted 
around  the  country,  the  National  Community  Reinvestment  Coali- 
tion was  successful  in  getting  some  60  member  organizations  to 
testify  at  those  hearings. 

I  do  want  to  also  point  out  that  sitting  at  the  table  here  with  me 
is  a  very  active  member  of  our  coalition,  Allen  Fishbein,  Chair  of 
our  Legislative/Regulatory  Committee,  along  with  Morris  Williams 
fi-om  Coalition  of  Neighborhoods  in  Cincinnati;  and  their  leadership 
within  the  Coalition  has  helped  our  membership  and  helped  the  co- 
alition as  a  whole  devise  the  responses  given  in  our  written 
testimony. 

Recognizing  the  length  of  the  hearing,  I  will  try  not  to  be  repet- 
itive, but  to  highlight  a  couple  of  quick  points,  and  one  point  I 
would  like  to  emphasize  that  I  don't  feel  has  been  made  strongly 
enough  by  other  speakers. 

First,  on  the  regulatory  revisions,  we  feel  that  absent  increased 
disclosure,  particularly  as  it  relates  to  small  business  reporting, 
small  farm  reporting,  in  a  manner  that  is  useful  to  the  public,  to 
really  get  a  strong  understanding  of  the  kind  of  lending  that  is 
happening  in  this  area — until  that  happens,  we  are  only  getting  a 
partial  picture  of  the  lending  scenario. 

Second,  we  feel  that  as  tne  recommendations  go  forward  in  the 
regulatory  reform  around  CRA,  there  must  be  some  consideration 
given  to  the  training  that  these  examiners  go  through.  We  have  a 
few  examiners  who  truly  understand  what  community  economic  de- 
velopment and  community  lending  is  about.  They  use  a  very  broad 
brush.  In  fact,  one  very  quick  anecdotal  story. 

Last  year  before  the  FDIC,  Chris  Lewis  and  I  made  a  presen- 
tation to  some  60  examiners  on  community  reinvestment.  This  was 
a  course  for  these   examiners   on   community  reinvestment.   We 
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spoke  for  about  an  hour.  In  midstream,  one  woman  held  up  her 
hand,  one  of  these  FDIC  examiners,  and  said,  "What  are  these 
CRA  challenges  you  keep  talking  about?"  Chris  Lewis  and  I  looked 
at  each  other  absolutely  flabbergasted  that  the  examiners  who 
were  taking  this  advanced  course  in  CRA  examinations  did  not 
know  what  CRA  challenges  were.  It  told  us  we  have  a  long  way  to 
go  with  the  training  of  examiners. 

That  is  part  of  the  problem,  obviously.  Better  access  to  data.  We 
must  have  that.  A  number  of  people  testified  about  that.  Data  is 
quite  useful.  We  are  seeing  the  work  at  ACORN,  the  Federal  Re- 
serve, other  organizations,  the  use  they  made  of  the  home  mort- 
gage disclosure  data  and  how  that  has  driven  the  whole  movement 
to  respond  to  this  issue  and  to — rather  than  exchanging  anecdotal 
stories — I  think  enough  has  been  said  by  other  witnesses  about  the 
issue. 

We  must  emphasize  in  the  reform  performance  over  process.  I 
think  we  have  supplied  in  our  statement  testimony  of  ourselves 
and  others. 

One  quick  point.  That  is  that  one  real  weakness  of— we  think,  on 
the  community  level,  to  really  move  this  issue  forward  is  for  the 
judicial  process,  the  judicial  remedies  to  really  be  applied  to  this 
field.  I  cannot  overestimate  the  impact  of  the  Decatur  Federal  case, 
at  least  what  we  heard  from  members  when  that  case  came  down 
and  all  the  bankers  were  concerned.  Unfortunately,  it  has  been  one 
case.  We  obviously  need  to  support  the  Justice  Department  and,  for 
that  matter,  a  lot  of  State  attorneys  general  offices  are  getting  in- 
terested in  this  aspect,  to  encourage  tnem  to  go  aft;er  the  worst  of- 
fenders and  prosecute. 

An  aside  on  that  as  well:  In  my  testimony  I  point  out,  under  the 
Fair  Housing  Act,  the  Secretary  does  have  the  jurisdiction  to  insti- 
tute what  is  called  secretarial  initiated  complaints  in  this  area.  We 
hope  that  that  is  something  that  Secretary  Cisneros  will  do. 

My  final  point,  the  main  point  I  would  like  to  make  is  that  our 
experience  as  far  as  CRA  being  effective  in  this  country  is  not  that 
we  msmaged  to  twist  the  arms  of  the  regulators  or  supply  all  sorts 
of  data  through  newspapers  and  others,  that  their  consciousness 
has  been  raised,  and  all  of  a  sudden  they  are  turning  around  en- 
forcing these  laws.  We  know  that  is  not  the  case. 

It  is  not  a  reason  to  give  up.  We  will  continue  to  try  to  change 
things  in  that  area.  I  applaud  the  subcommittee  for  their  efforts  in 
this  area  as  well. 

The  fact  is,  it  has  worked  because  of  the  action  on  the  commu- 
nity level.  Some  $40  or  $50  billion  has  been  generated  by  chal- 
lenges driven  by  community  organizations.  Our  recommendation 
that  is  in  our  testimony — Allen  mentioned  it,  folks  mentioned  it — 
if  there  will  be  a  reform  of  CRA,  it  must  include  structured  input 
and  involvement  of  community  organizations  from  defining  the 
needs — no  more  lenders  walking  up,  talking  to  the  Chamber  of 
Commerce,  the  Boy  Scouts,  someone  at  city  hall  and  saying,  we 
have  done  a  needs  assessment. 

It  must  be  meaningfully  involved  community  organizations  who 
can  stand  up  and  talk  about  what  the  real  needs  are.  That  is  num- 
ber one. 
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Number  two,  we  must  have  from  the  beginning  involvement  from 
these  same  organizations  on  the  community  level,  discussions  and 
proposals  as  to  what  needs  to  be  done  to  meet  those  needs.  The 
problem  with  the  formula  is  that  different  neighborhoods  have  dif- 
ferent needs.  What  a  number  of  organizations  tell  us  is  that — there 
are  a  lot  of  housing  programs,  a  lot  of  banks  that  get  into  afford- 
able housing;  the  State  has  affordable  housing  needs  must  be  lo- 
cally determined.  It  is  not  to  imply  that  issue  has  been  settled. 

The  fact  is,  a  lot  of  bankers  shy  away  from  small  business  devel- 
opment. Those  need  to  be  defined  by  the  community.  The  commu- 
nity in  the  form  of  representatives,  in  the  form  of  nonprofits,  the 
religious  community,  must  be  present  in  the  dialogue  and  planning 
process.  That  must  be  something  that  is  structured  in. 

I  think  if  that  happens  regardless  of  who  is  sitting  in  the  OCC, 
the  White  House,  3  years  from  now,  regardless  of  whether  it  con- 
tinues to  be  the  fox  guarding  the  hen  house,  if  the  community  is 
structured  into  the  process,  bankers  will  no  longer  be  asking  what 
is  it  exactly  you  need.  That  can  be  clearly  defined. 

Number  3,  structuring  it  into  the  process  will  survive  this  prob- 
lem of  not  having  regulatory  agencies  that  are  responsive  to  this 
particular  law.  Again,  we  should  continue  to  work  on  them. 

I  really  applaud  you,  Mr.  Chairman,  other  members  of  the  sub- 
committee, for  your  efforts  to  try  to  really  force  that  issue.  But 
frankly,  we  really  need  to  structure  in  and  support  community- 
based  initiatives  to  be  a  part  of  the  process,  the  planning,  the  re- 
sponse, so  that  these  lenders  are  truly  responding  to  the  very  spe- 
cific needs  at  the  local  level. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Taylor  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Our  final  witness  is  John  Brown,  director 
of  Essential  Information,  Inc.  Essential  Information  is  a  nonprofit 
consumer  organization  funded  by  Ralph  Nader — does  Ralph  write 
a  check  for  that  these  days? 

Mr.  Brown.  Only  one  of  many  functions. 

Chairman  Kennedy.  Mr.  Brown  has  done  extensive  research  in 
the  banking  area  and  recently  released  a  computerized  analysis  of 
mortgage  lending  patterns  in  14  cities  that  provides  analysis  of 
mortgage  discrimination  by  mortgage  bankers. 

I  would  like  the  subcommittee  to  know  we  invited  a  representa- 
tive of  the  Mortgage  Bankers  Association  to  testify,  to  respond  to 
the  study,  but  no  one  was  available  because  of  a  national  conven- 
tion. The  Mortgage  Bankers  submitted  a  statement  that  will  be  in- 
cluded in  the  record. 

We  want  to  thank  you  very  much,  Mr.  Brown,  for  not  only  this 
study  but  your  years  of  commitment  to  this  issue.  Thank  you  for 
coming.  Please  proceed  for  5  minutes. 

STATEMENT  OF  JONATHAN  BROWN,  DIRECTOR,  ESSENTIAL 

INFORMATION,  INC. 

Mr.  Brown.  Thank  you,  Mr.  Chairman,  members  of  the  sub- 
committee. I  would  like  to  request  our  study,  which  we  have  given 
to  your  staff,  as  well  as  the  news  release,  "Executive  Summary," 
be  included  as  part  of  the  record. 
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Chairman  Kennedy.  Without  objection. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Mr.  Brown.  To  the  extent  you  have  the  abiHty  to  include  color- 
coded  maps. 

Our  study — I  see  some  of  the  color-coded  maps  are  on  display 
over  there — our  study  looked  at  the  mortgage  lending  patterns  in 
16  large  metropolitan  areas  we  selected  primarily  because  they  had 
extensive  minority  areas.  I  think  before  I  run  through  the  results 
and  findings  of  our  study,  I  think  it  is  important  to  emphasize  the 
fair  housing  law. 

The  Fair  Housing  Act  itself  prohibits  a  broad  range  of  policies 
and  practices  that  discriminate  against  minority  neighborhoods.  So 
the  issues  and  the  policies  and  practices  whicn  are  subject  to  re- 
view go — extend  beyond  simply  the  approval  and  denial  of  loans. 
They  also  involve  actions  done  by  lenders  that  may  tend  to  discour- 
age applications,  as  well  as  even  the  exclusion  of  minority  areas 
from  a  lender's  marketing  policies. 

I  think  it  is  important  to  recognize  the  statutory  basis  for  this 
broad  view  of  redlining;  that  is,  the  Fair  Housing  Act  by  its  lan- 
guage and  terms  prohibits  policies  that  discriminate  on  the  avail- 
ability of  credit.  That  is  a  very  broad  sweep. 

In  conducting  our  study,  we  looked  at  the  20  largest  lenders  in 
terms  of  home  mortgage  originations  in  each  of  the  16  metro  areas 
we  selected.  We  were  ranking  the  vendors  by  their  volume  of  origi- 
nation activity  primarily  in  1991,  to  some  extent  in  1990.  After  we 
selected  the  lenders,  we  looked  at  the  statistics  and  identified  the 
lenders  that  had  made  relatively  few  loans  in  minority  areas,  and 
then  we  mapped  them. 

As  you  can  see  from  the  charts,  the — what  we  mapped  was  the 
lender's  market  share  of  total  home  purchase  originations  within 
each  census  tract,  and  it  was  our  feeling  that  the  market  share  ap- 
proach really  was  the  best  way  to  get  a  feel  for  the  institution's 
marketing  penetration  at  the  neighborhood  level.  We  reviewed  the 
maps,  which  were  in  a  computer  system,  and  we  identified  particu- 
lar lenders  where  the  map  and  their  marketing  pattern  showed  a 
pattern  of  exclusion  of  minority  areas. 

You  can  see  the  map  for — I  cannot  read  it.  It  must  be  Sears 
Mortgage  Corp.,  on  the  right.  The  title  is  blocked  out. 

The  map  shows  in  the  minority  areas  of  Los  Angeles,  which  are 
identified  by  the  diagonal  overlay,  the  Sears  Mortgage  Corp.,  made 
virtually  no  loans.  Its  market  share  was  essentially  zero  in  those 
areas,  whereas  in  the  western  portion  of  Los  Angeles  County,  its 
market  share  would  rise  to — ^in  the  neighborhood  of  from  3  to  10 
percent  of  the  market,  or  even  above  10  percent  in  the  areas  with 
the  darkest  color. 

Based  on  reviewing  the  patterns  of  the  lenders  we  scrutinized, 
the  top  20  in  the  metro  areas,  a  total  of  320,  we  identified  69  which 
we  referred  to  "patterns  of  exclusion"  or  "worst-case  lending  pat- 
terns." These  were  accounted  for  by  49  mortgage  lenders.  Of  these 
62  patterns,  independent  mortgage  companies  and  nonbank  sub- 
sidiaries of  bank  holding  companies  accounted  for  roughly  one-half 
of  these  patterns. 

I  think  that  was  a  very  important  finding  because  it  suggested 
HUD  has  a  very  large  role  to  play  in  the  area  of  fair  lending  en- 
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forcement.  HUD  is  the  agency  with  responsibility  for  fair  lending 
enforcement  vis-a-vis  independent  mortgage  companies  as  well  as 
the  nonbanks  and  subsidiaries  of  nonbanic  holding  companies. 

A  second  major  finding  of  our  studv  was  that  in  the  majority  of 
the  worst-case  patterns  we  identified,  the  principal  cause  for  the 
lack  of  lending  in  minority  areas  was  a  lack  of  receipt  of  applica- 
tions on  the  part  of  the  lender.  For  the  most  part,  these  lenders 
that  we  identified  were  not  denying  an  vmusually  high  share  of  ap- 
plications for  minority  areas,  they  simply  were  not  receiving  them. 

There  were  exceptions  to  that.  There  were  a  number  of  institu- 
tions which  had  a  very  high  denial  rate  in  minority  areas.  They 
tended  to  be  depository  institutions,  whereas  the  mortgage  compa- 
nies such  as  Sears  Mortgage  Corp.,  were  generally  the  institutions 
that  were  not  receiving  applications. 

Another  finding  of  our  study  was  that,  on  average,  in  minority 
areas  there  is  a  significant  loan  origination  market.  You  cannot 
dismiss  these  maps  and  this  data  by  saying,  well,  there  really  is 
no  market,  home  purchase  loan  market  in  minority  areas.  The 
market  is  not  as  active  as  it  is  in  white  neighborhoods,  but  it  is 
certainly  a  viable  market.  And  the  data  slows,  on  average,  that 
roughly — ^the  volume  of  activity  is  roughly  one-half  in  minority 
areas  as  opposed  to  white  areas,  since  we  were  mapping  market 
share,  the  market  share  approach  adjusted  for  the  differences  in 
the  level  of  market  activity. 

I  think  in  addition  to  identifying  institutions  which  had  excluded 
minority  areas — let  me  back  up  and  say  that  our  basic  finding  was 
that  if  you  recognize  that  there  is  a  significant  loan  market  in 
these  areas,  if  you  recognize  the  lenders  exert  a  significant  control 
over  the  receipt  of  applications,  by  marketing  policies,  particularly 
through  their  relations  with  real  estate  brokers;  and  if  you  also  rec- 
ognize the  fact  that  both  home  buyers  and  real  estate  brokers  are 
not  particularly  interested  in  dealing  with  lenders  unless  they  are 
interested  in  lending  in  minority  areas,  because  the  process  is  too 
uncertain — ^you  put  all  that  together,  and  our  basic  conclusion  was 
that  these  patterns  should  be  viewed  as  evidence  of — that  there  is 
a  discrimination  in  marketing  policies  by  the  lenders.  They  should 
be  seen  as  presumptive  evidence  of  violations. 

We  asked  for  the  Federal  banking  agencies  to  investigate  the 
patterns. 

I  would  also  say  we  made  a  series  of  recommendations  which — 
and  I  can  go  into  them  if  the  chairman  would  like  to  pursue  them. 

I  guess  my  final  comment  would  be  that  we  also  identified  a 
number  of  institutions  which  we  classified  as  affirmative  lenders. 
There  was — I  guess  it  is  not  up  there— do  you  have  a  map  for 
Great  Western  in  Los  Angeles?  I  think  if  you  see  the  juxtaposition 
of  Sears  Mortgage  Corp.,  and  Great  Western,  you  can  see  that 
Great  Western  has  a  very  high  market  share  in  the  minority  areas 
of  Los  Angeles.  And,  in  fact.  Great  Western  makes  very  convincing 
the  case  that  there  is  a  market  that  can  be  served  in  these  areas 
by  large  established  mortgage  lenders;  and,  in  fact,  every  single 
loan  Great  Western  made  in  the  minority  neighborhoods  of  Los  An- 
geles was  a  conventional  loan. 

So  Great  Western  was  creative  in  its  reinvestment  efforts  and 
did  not  simply  rely  on  FHA-insured  lending. 
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Chairman  KENNEDY.  John,  you  obviously  exceeded  your  5 
minutes. 

I  do  have  a  couple  of  questions  I  want  to  address  before  we  have 
to  wrap  up  here. 

First  of  all,  I  apologize  for  having  to  step  out  for  a  couple  of  min- 
utes in  the  middle  of  some  of  your  testimony.  I  apologize. 

I  think  that  Mr.  Brown  made  a  very  strong  case  for  the  need  of 
some  kind  of  reform  of  CRA,  an  expansion  of  CRA  to  mortgsige 
bankers.  Iknow  I  missed  your  testimony,  but  having  heard  a  sum- 
mary of  your  testimony,  Ms.  Bessant,  I  wonder  whether  or  not  you 
feel  that  having  CRA  expand  to  mortgage  bankers  makes  good 
sense? 

Ms.  Bessant.  Absolutely.  There  is  a  huge  playing  field  of  need 
out  there  and  not  enough  players,  to  put  it  quite  simply;  and  a  lot 
of  good  reason  that,  without  those  players,  the  entire  system 
doesn't  work. 

Chairman  Kennedy.  I  appreciate  hearing  that.  We  hope  as  we 
move  toward  legislation  on  this  issue  that  we  will  continue  to  hear 
a  strong  response  on  that  issue. 

I  want  to  pose  a  slightly  different  question  for  a  couple  of  mem- 
bers of  the  panel.  We  heard  a  lot  of  discussion  about  the  commu- 
nity development  bank  legislation.  There  is  a  sense — and  I  think 
all  of  us  that  are  close  to  niis  issue  have  it — that  the  ability  of  reg- 
ulators to  impose  strong  settlements  on  specific  banks  throughout 
the  country  is  spotty  at  best;  and  in  many  cases,  is  almost  non- 
existent. 

I  wonder  what  the — what  your  thoughts  might  be  if,  for  instance, 
you  could  establish  perhaps  a  two-tier  process,  or  two-pronged  ap- 
proach is  a  better  way  to  put  it,  where  a  bank  might  have  the  abil- 
ity to  make  investments  in  certain  kinds  of  housing,  small  business 
loans,  at  the  local  level  in  cooperation  with  neighborhood  groups. 

Some  banks,  as  we  are  all  aware,  do  not  have  that  as  a  business 
goal;  and  so,  therefore,  would  there  not  be  some  way  of  asking  reg- 
ulators to  make  a  specific  assessment  on  each  bank  in  the  country? 
That  assessment  would  then  be  available  to  the  bank  under  two 
separate  auspices:  First,  they  might  be  able  to  participate — let's  as- 
sume you  had  a  $10  billion  bank.  You  might  be  able  to  make  100 
million  dollars'  worth  of  loans,  for  instance,  within  the  geographic 
service  area  that  you  are  talking  about,  that  you  are  licensed  to 
serve. 

Or  alternatively,  let's  assume  you  would  put  in  $100  million  as 
a  direct  contribution  to  a  community  development  bank  fund. 

Allen,  you  can  help  me  out  with  this.  If  you  put  $25  million  in 
cash  into  the  community  development  bank,  that  community  devel- 
opment bank  would  then  be  obligated  to  loan  it  out  to  tne  local 
commimitv.  After  that,  the  CDB  would  issue  $25  million  in  capital 
that  could  go  to  other  kinds  of  institutions.  In  that  way,  the  com- 
munity groups  would  have  the  ability  to  influence  the  kinds  of  pro- 
grams that  the  CDB  would  support. 

There  could  be  concerns  about  whether  or  not  you  would  actually 
get  enough  money  in  the  programs  to  accomplish  it.  There  would 
also  be  concerns  about  whether  community  groups  would  be  locked 
out  of  the  kinds  of  issues  that  would  be  up  for  discussion.  But  it 
does  seem  to  me  that  there  would  be  a  large  possibility  of  vastly 
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increased  amounts  of  dollars  flowing  into  the  poorest  communities 
and  communities  of  color  if,  in  fact,  a  proposal  like  that  could  be 
worked  out  with  community  groups  and  lending  institutions  at  the 
local  level  if  you  had  the  full  cooperation  of  the  bank  regulators  to 
make  a  hard  and  fast  assessment  against  each  individual  institu- 
tion. 

Did  you  follow  what  I  just  said?  Do  you  have  an  opinion  about 
that? 

First,  Allen. 

Mr.  FiSHBElN.  I  think  there  are  several  components  to  the  ques- 
tion you  raised.  I  think  we  all  share,  probably  at  this  table,  the  be- 
lief that  we  would  like  to  see  a  functioning  Community  Develop- 
ment Financial  Institutions  Program  which  would  include  private 
investment  as  well. 

But  the  problem  I  have  in  tying  it  too  directly  to  the  banking  sys- 
tem is  that  we  believe  banks  are  chartered  to  serve  the  convenience 
and  needs  of  their  local  communities.  That  is  an  operating  premise 
that  allows  them  to  have  Federal  backing  for  deposit  insurance. 
With  that  should  go  a  responsibility  to  lend  to  local  communities. 
We  fear  by  splitting  their  investment  or  investment  in  a  CDFI  Pro- 
gram, we  would  be  detaching  the  notion  that  lending  to  low-  and 
moderate-income  communities  should  be  an  integral  part  of  the 
business  of  banking. 

Chairman  KENNEDY.  Could  we  go  back  and  forth  about  that? 

I  understand  that  premise.  It  makes  a  lot  of  sense.  On  the  other 
hand,  first  and  foremost,  there  are  institutions  that  do  not  make 
home  mortgage  loans  and  do  not  make  small  business  loans.  If  the 
bank  examiners  are  confused  about  what  the  assessment  ought  to 
be  on  those  that  are  in  the  business  of  making  small  business  and 
home  mortgage  loans,  they  are  very  confused  when  it  comes  to 
banks  that  don't,  number  one. 

Number  two,  I  am  not  suggesting  that  banks  wouldn't  have  an 
obligation  in  the  local  community.  What  I  am  saying  is  that  would 
we  not  as  a  society,  and  would  the  people  in  those  local  commu- 
nities and  the  communities  themselves  not  be  better  served  if  we 
could  ratchet  up  bv  a  factor  of  five  or  tenfold  the  actual  dollars 
made  available  to  those  local  communities? 

Let's  assume  you  take  some  big  bank  in  New  York  that  will  still 
have  its  own  commimity  development  bank  of  some  sort  or  another. 
There  would  also  be  community  development  funds,  community  ac- 
tion agencies,  and  a  whole  range  of  others  that  could  make  applica- 
tions to  the  community  development  bank  fund,  the  national  orga- 
nization. They  could  go  there  and  make  an  application  for  the  use 
of  those  funds  at  the  local  level. 

So,  yes,  you  make  a  point  which  is  that  you  have  some  large 
bank  operating  in  Philacielphia,  for  instance,  that  might  say,  "well, 
listen,  we — ^instead  of  making  these  loans  directly  into  ward  10 — 
are  going  to  exercise  our  option  to  just  simply  send  $10  million  to 
Washington,  DC.  Washington,  DCs  obligation  is  to  put  that  $10 
million  out  to  bid  to  various  community  development  corporations, 
cap  agencies,  other  local  community  agencies  in  ward  10  in 
Philadelphia." 

So  you  know,  yes,  it  is  a  little  bit  of  a  disconnection  in  terms  of 
getting  back  to  tnat  essence  of  purpose.  But  if,  in  fact,  the  industry 
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has  grown  around  that,  then  should  we  care  that  much  about  that 
essence  of  purpose,  or  should  we  just  be  more  directly  concerned 
with  getting  credit  out  to  those  individuals  that  are  being  denied 
it? 

Mr.  FlSHBEDSf.  Well,  that  is  certainly  a  fair  question.  Let  me  an- 
swer it  from  the  other  end. 

I  think  where  that  idea  ought  to  be  explored  is  extending  the 
community  reinvestment-type  requirement  to  nonbank  financial  in- 
stitutions, to — mutual  money  market  funds,  insurance  companies 
ought  to  perhaps  have  an  option  as  part  of  the  community  reinvest- 
ment responsibility  to  invest  in  a  CDFI  fund,  given  the  nature  of 
those  operations.  Perhaps  certain  limited-purpose  banks  that  do 
not  have  a  retail  network,  that  are  not  in  the  business  of  consumer 
lending  or  small  business  lending  should  perhaps  have  the  option. 

I  think  for  the  bulk  of  the  banking  industry  it  would  be  a  mis- 
take to  give  them  the  ability  to  write  a  check  and  divorce  them- 
selves from  having  to  serve  their  local  community  needs. 

Chairman  Kennedy.  Even  if  they  do  not  do  it  now? 

Mr.  FiSHBEiN.  Yes.  NBFIs,  if  we  had  looked  at  them  10  years 
ago,  would  not  be  believing  thev  could  be  making  some  of  the 
money  they  are  talking  about  making,  the  lending  activities  Cathy 
Bessant  talks  about. 

In  the  long-term  interest,  I  think,  of  low-  and  moderate-income 
Americans,  minority  communities,  to  get  as  much  of  the  banking 
system  into  learning  how  to  make  money  and  serving  the  needs  of 
that  market  that — in  the  long  term,  that  is  going  to  generate  more 
capital  for  the  bulk  of  banks,  although  I  think  your  idea  has  a  lot 
of  merit  for  other  types  of  institutions. 

Chairman  Kennedy.  I  think  that  is  a  good  answer  to  the 
question. 

On  the  other  hand,  I  guess  my  instinct  also  tells  me  we  can  be 
losing  literally — ^if  we  get  that  gang  of  regulators  up  here  to  agree 
to  those  individual  assessments,  and  that  next  year  every  bank  in 
America  had  to  ante  up  in  one  way  or  the  other.  That — versus 
these  sort  of  individual,  one-on-one  negotiations  where  in  some 
cities  are  strong — as  Mr.  Taylor  indicated,  there  are  some  cities 
where  we  have  much  stronger  community-based  organizations  than 
others.  There,  are  degrees  of  sophistication  that  are  very  wide 
ranging. 

Despite  even  CCCs'  ability  to  provide  them  with  technical  assist- 
ance and  the  like,  there  are  still,  I  think,  a  hell  of  a  lot  of  banks 
that  are  exempted  from  this  whole  process  simply  because  there 
are  not  enough  community  groups  that  know  how  to  challenge  this. 

Our  own  infrastructure  is  so  anemic  compared  to  what  the  poten- 
tial price  of  investment  is  in  the  inner  city,  trying  to  get  some  kind 
of  assessment  by  these  regulators,  I  think,  might  be  a  very  positive 
development,  not  just  for  the  short  term,  but  in  the  long  term  as 
well. 

Maybe  you  can  comment.  We  are  really  late.  I  would  love  to  have 
some  of  you  come  into  the  office  so  we  could  discuss  it  at  a  little 
more  length  at  some  point.  I  wanted  to  run  it  by  you. 

Mr.  FiSHBEiN.  If  I  may  respond  to  that  point,  I  share  your  frus- 
tration with  the  lack  of  progress  in  this  area. 
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But  I  think,  at  the  same  time,  we  are  starting  to  see  some 
changes  in  the  market  that  are  generating  new  capital,  low-  and 
moderate-income  communities. 

There  is  10  billion  dollars'  worth  of  single-family  mortgage  credit 
out  in  low-income  communities,  of  flexible  mortgage  product  that 
didn't  exist  several  vears  ago.  That  really  came  about  as  a  result 
of  CRA  and  some  of  the  Cl^-related  activities.  Banks  and  Fannie 
Mae  and  mortgage  insurers  are  making  money  off  of  that  program 
and  have  become  believers  in  the  ability  to  tailor  a  product  to  lov/- 
and  moderate-income  individuals. 

I  think  we  could  do  a  lot  more  of  that.  With  a  CRA  process  that 
was  focused  on  performance  rather  than  process,  I  think  a  lot  more 
can  be  accomplished.  I  think  we  ought  to  give  these  guys  a  chance 
to  come  up  with  a  system  to  make  it  work. 

At  the  same  time,  I  think  we  ought  to  explore — and  we  certainly 
would  stand  with  you,  Mr.  Chairman — options  of  getting  other 
bank— I  should  say,  nonbank  financial  institution  players  to  be 
part  of  this  process  as  well,  and  perhaps  doing  it  through  a  CDFI 
fund  would  accomplish  that  purpose. 

Chairman  Kennedy.  I  very  much  want  to  thank  all  of  you. 

I  particularly  want  to  thank  Mr.  Brown.  I  think  he  made  an 
enormous  contribution  through  this  study.  V/e  will  use  the  maps 
and  will  use  the  guts  of  the  study  to  try  and  urge  this  industry  to 
take  on  significant  reforms  in  the  way  they  have  operated  in  the 
past.  I  really  want  to  thank  you  and  all  those  associated  with  your 
effort  for  the  fine  job  you  have  done. 

John,  I  want  to  thank  you.  Ms.  Bessant,  Ms.  Cooper,  thank  you 
for  your  efforts  in  coming  before  the  subcommittee.  If  you  have 
thoughts  on  the  questioning  I  was  just  pursuing,  I  certainly  would 
appreciate  hearing  from  you  all. 

Thank  you  all  very  much.  The  panel  is  excused. 

There  being  no  further  questions  on  behalf  of  the  subcommittee, 
I  want  to  express  my  appreciation  to  all  the  witnesses  who  shared 
their  views  with  us  todav.  I  would  like  to  ask  unanimous  consent 
the  record  be  kept  open  ror  a  period  of  4  weeks  from  today  so  addi- 
tional views  may  be  submitted. 

Hearing  no  objection,  it  is  so  ordered. 

The  panel  is  excused  and  the  subcommittee  is  in  recess. 

[Whereupon,  at  2:30  p.m.,  the  hearing  was  adjourned,  subject  to 
the  call  of  the  Chair.] 
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Opening  Statement  of 

Rep.    Joseph  P.    Kennedy  II    (D — MA) 

October   21,    1993 

THIS  MORNING  THE  SUBCOMMITTEE  HOLDS  AN  IMPORTANT  HEARING  ON 
THE  ENFORCEMENT  OF  THE  COMMUNITY  REINVESTMENT  ACT  AND  FAIR  LENDING 
LAWS.  THESE  LAWS  HAVE  BEEN  ON  THE  BOOKS  FOR  CLOSE  TO  TWO  DECADES, 
OR  MORE.  YET,  AS  WELL-INTENDED  AND  WELL-WRITTEN  AS  THEY  ARE, 
DISCRIMINATION  AND  DISINVESTMENT  CONTINUE  TO  BE  AN  ONGOING  FACT  OF 
LIFE  IN  COMMUNITIES  ACROSS  THIS  COUNTRY.  THESE  TWIN  WRONGS  HAVE 
CAUSED  A  TRAGIC  LOSS  OF  HOPE  IN  AFFECTED  COMMUNITIES.  AND  THEY 
REPRESENT  A   DAILY    EMBARRASSMENT   TO   OUR  NATION. 

THE   FACTS   ARE   GRIM: 

*  HOME  MORTGAGE  DISCLOSURE  ACT  DATA  DEMONSTRATES  THAT 
MINORITIES  ARE  REJECTED  TWO  TO  THREE  TIMES  AS  OFTEN  AS  WHITES  OF 
THE  SAME  INCOME  WHEN  THEY  APPLY  FOR  A  HOME  LOAN.  EVEN  CORRECTING 
FOR  VARIABLES  LIKE  DEBT-TO-INCOKE  RATIOS  AND  CREDIT  HISTORIES, 
MINORITIES  ARE  STILL  REJECTED  60%  MORE  THAN  WHITES.  ACCORDING  TO 
THE  FEDERAL  RESERVE  BANK  OF  BOSTON,  THAT  DISPARITY  BETWEEN  WHITE 
AND    BIaACK    CAN    ONLY    HAVE   ONE    EXPLANATION:    DISCRIMINATION. 

*  THE  JUSTICE  DEPARTMENT'S  RECENT  PROSECUTION  OF  DECATUR 
FEDERAL  SAVINGS  AND  LOAN  IS  AN  ANATOMY  LESSON  IN  LENDING 
DISCRIMINATION.  DECATUR  REFUSED  TO  OPEN  BRANCHES  IN  MINORITY 
AREAS.  IT  EXCLUDED  76%  OF  BLACK  ATLANTA  FROM  ITS  DEFINED  SERVICE 
TERRITORY.  IT  EMPLOYED  FEW,  IF  ANY,  BLACKS  IN  KEY  MORTGAGE-LENDING 
POSITIONS.  IT  ADVERTISED  ALMOST  SOLELY  IN  ATLANTA'S  WHITE 
NEIGHBHORHOODS.  AND  IT  COMMITTED  ACTS  OF  DISCRIMINATION  AGAINST  NO 
LESS  THAN  48  MINORITY  APPLICANTS.  '  IS  DECATUR  A  PARIAH  AMONG 
LENDERS,  AN  ABERRATION?  ACCORDING  TO  ASSOCIATE  ATTORNEY  GENERAL 
HUBBELL,  WHO  HAS  GRACIOUSLY  AGREED  TO  BE  HERE  THIS  MORNING,  NOT  AT 
ALL.       DECATUR  MAY   JUST   BE   THE   TIP   OF   THE   ICEBERG. 

*  A  NEW  STUDY  DEMONSTRATES  THAT,  AS  BAD  A  JOB  AS  FEDERALLY 
INSURED  LENDERS  ARE  DOING  IN  WORKING  CLASS  AND  MINORITY 
COMMUNITIES,  NON-INSURED  MORTGAGE  BANKS  ARE  DOING  EVEN  WORSE.  THE 
AUTHOR  OF  THAT  STUDY,  JONATHAN  BROWN,  IS  WITH  US  TODAY.  SUFFICE  IT 
TO  SAY  THAT  A  HUGE  AND  GROWING  SEGMENT  OF  THE  MORTGAGE  LENDING 
INDUSTRY    IS   APPARENTLY   REDLINING   WITH  NEAR-TOTAL   IMPUNITY. 


OUR  CITIES  ARE  BURNING  WITH  DESPAIR  AND   FRUSTRATION.      AND  YET 
NO   ONE   SEEMS   TO   BE   REACHING   FOR  THE   FIRE   EXTINGUISHER.       SECRETARY 
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CISNEROS  AND  COMPTROLLER  LUDWIG  HAVE  INITIATED  BOLD  AND  CREATIVE 
EFFORTS  TO  WAKE  THEIR  AGENCIES  FROM  THEIR  REGULATORY  SLUMBER.  THEY 
DESERVE  OUR  RECOGNITION  AND  ENCOURAGEMENT.  HOWEVER,  ON  THE  WHOLE, 
THE  AGENCIES  MOST  RESPONSIBLE  FOR  COMBATTING  DISINVESTMENT  AND 
DISCRIMINATION  HAVE  FAILED  TO  DO  THEIR  JOB.  CRA  EVALUATIONS 
CONTINUE  TO  BE  LITTLE  MORE  THAT  SOPHISTICATED  RUBBER  STAMPS.  IN 
THE  LAST  10  YEARS,  THE  FEDERAL  RESERVE  HAS  TAKEN  ACTION  AGAINST  ONE 
LENDER  FOR  DISCRIMINATION.  FURTHERMORE,  IT  HAS  REFERRED  JUST  ONE 
FAIR  HOUSING  ACT  COMPLAINT  TO  THE  JUSTICE  DEPARTMENT,  AND  ONLY  NINE 
TO  HUD.  AS  FOR  THE  FDIC,  IN  THE  THE  LAST  THREE  YEARS  IT  HAS  FOUND 
ONLY  ONE  RACIAL  VIOLATION  OF  THE  FAIR  HOUSING  ACT  AND  THE  EQUAL 
CREDIT  OPPORTUNITY  ACT. 

IF  WE  HAVE  ANY  HOPE  OF  MAKING  THE  WORDS  "EQUAL  OPPORTUNITY" 
MEAN  ANYTHING  IN  THIS  COUNTRY,  THEN  WE  MUST  DO  MORE  TO  ENFORCE  THE 
LAWS  MEANT  TO  SECURE  IT.  THAT  MEANS  REFORMING  CRA  SO  THAT 
PERFORMANCE,  NOT  PAPERWORK,  BECOMES  THE  STANDARD  OF  COMPLIANCE.  IT 
MEANS  COMMITTING  EXAMINERS  AND  RESOURCES  TO  DOING  THE  TOUGH  BUT 
IMPORTANT  WORK  OF  INVESTIGATING  FAIR  LENDING  VIOLATIONS.  IT  MEANS 
ENSURING  THAT  MORTGAGE  BANKS,  WHO  BENEFIT  SO  HANDSOMELY  FROM  THE 
GOVERNMENT-CREATED  SECONDARY  MORTGAGE  MARKET,  SERVE  COMMUNITIES 
REGARDLESS  OF  THE  RACE  OR  INCOME  OF  RESIDENTS.  AND  IT  MEANS 
FORGING  MEANINGFUL  INTER-AGENCY  WORKING  AGREEMENTS,  SO  THAT  THE 
UNIQUE  ABILITIES  OF  EACH  AGENCY  CAN  BE  USED  TO  GET  THE  JOB  DONE. 
TURF  BATTLES  WILL  NOT  WIN  THE  FIGHT  AGAINST  DISCRIMINATION;  ONLY 
COOPERATION  WILL. 

FOR  TOO  LONG,  OUR  NATION  HAS  IGNORED  THE  DAILY  INJUSTICES 
ENDURED  BY  AMERICANS  IN  SEARCH  OF  A  MORTGAGE,  A  BUSINESS  LOAN,  OR 
CONSUMER  CREDIT.  AND  WE  HAVE  DONE  SO  AT  OUR  GREAT  PERIL  AND  TO  OUR 
GREAT  SHAME.  EVERY  DAY  THAT  WE  ALLOW  THESE  WRONGS  TO  PERSIST  MOVES 
US  FURTHER  FROM  BEING  A  SOCIETY  WHERE  ALL  CAN  RISE  TO  THE  LEVEL  OF 
THEIR  TALENTS. 

IF  DECENT  HOUSING  AND  HEALTH  CARE  ARE  RIGHTS  TO  WHICH  ALL 
AMERICANS  ARE  ENTITLED,  THEN  SO  SHOULD  THEY  BE  ENTITLED  TO  EQUAL 
ACCESS  TO  CREDIT.  BECAUSE  CREDIT  IS  JUST  AS  IMPORTANT  TO  ACHIEVING 
A  SECURE  AND  MEANINGFUL  LIFE  IN  OUR  CAPITALIST  SYSTEM.  I  WANT  TO 
CHALLENGE  US  ALL  TO  WORK  TOGETHER  TO  ENSURE  THAT  NO  ONE  IS  DENIED 
THEIR  FAIR  SHARE  OF  CREDIT  AND  FINANCIAL  SERVICES.  I  LOOK  FORWARD 
TO  HEARING  FROM  ALL  OUR  WITNESSES  AS  TO  HOW  THIS  GOAL  CAN  BE 
ACCOMPLISHED. 
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OPENING  STATEMENT 

CONGRESSMAN  LUIS  V.  GUTIERREZ 

SUBCOMMITTEE  ON  CONSUMER  CREDIT  AND  INSURANCE 

OCTOBER  21,  1993 


CHAIRMAN  KENNEDY,  I  WANT  TO  WELCOME  OUR  WITNESSES  TO  THE  HEARING 
TODAY  AND  EXTEND  MY  SINCERE  APPRECIATION  TO  SECRETARY  CISNEROS  FOR 
HIS  WILLINGNESS  TO  APPEAR.  I  ALSO  WANT  TO  THANK  CONGRESSWOMAN 
WATERS,  WHO  HAS  WORKED  RELENTLESSLY  TO  ENSURE  THAT  ALL 
COMMUNITIES  HAVE  EQUAL  ACCESS  TO  CREDIT.  REFORM  OF  THE  COMMUNITY 
REINVESTMENT  ACT  AND  THE  IMPLEMENTATION  AND  STRICT  ENFORCEMENT  OF 
FAIR  LENDING  LAWS  ARE  FUNDAMENTAL  IF  WE,  AS  A  CONGRESS,  ARE  GOING  TO 
ACCOMPLISH  OUR  LARGER  GOALS  OF  HOUSING  AND  BUSINESS  DEVELOPMENT. 
THESE  REFORMS  ARE  ALSO  FUNDAMENTAL  TO  THE  ABILITY  OF  LOW-  AND 
MIDDLE-INCOME  FAMILIES  TO  ACCOMPLISH  THEIR  GOALS. 

AS  I  BELIEVE  I  HAVE  SAID  REPEATEDLY,  ACCESS  TO  CREDIT  IS  CRITICAL  TO  THE 
SURVIVAL  AND  DEVELOPMENT  OF  MY  COMMUNITY  AND  TO  COMMUNITIES 
ACROSS  THIS  NATION.  I  REPRESENT  A  CONSTITUENCY  FOR  WHICH  AMERICA 
REPRESENTS  A  UNIQUE  AND  EXQTING  OPPORTUNTTY.  AN  OPPORTUNITY  TO 
WORK  FOR  DECENT  WAGES  AND  LIVE  FREELY,  BUT  ALSO  AN  OPPORTUNITY  TO 
SAVE  MONEY  AND  PURCHASE  AN  AUTOMOBILE  OR  A  HOME.  THE 
HOMEOWNERSmP  RATE  AMONG  VARIOUS  LATINO  POPULATIONS  IN  THIS 


81 


COUNTRY  AVERAGES  ABOUT  HFTY  PERCENT.  THE  FAMILIES  REPRESENTED  BY 
THIS  NUMBER  ARE  WORKING  HARD  TO  PUT  SOMETHING  BACK  INTO  THEIR 
COMMUNITY.  HOWEVER,  THIS  NUMBER  ALSO  REPRESENTS  THAT  MANY  PEOPLE 
STILL  CANNOT  SECURE  A  HOME  LOAN  OR  OPEN  A  SAVINGS  OR  CHECKING 
ACCOUNT.  ALL  OVER  THE  4TH  CONGRESSIONAL  DISTRICT,  THERE  ARE 
BUSINESSES  THAT  WANT  TO  EXPAND,  TO  GROW,  TO  INVEST  IN  THEIR 
COMMUNITY  AND  TO  PUT  PEOPLE  TO  WORK  BUT  CANNOT  SECURE  THE  CREDIT 
TO  DO  SO. 

I  REMEMBER  MY  FIRST  HEARING.  IT  WAS  BEFORE  THIS  SUBCOMMITTEE  AND 
WAS  ON  AN  ISSUE  VERY  CLOSELY  RELATED  TO  THIS  ONE.  I  REMARKED  ON  THE 
FACT  THAT  THE  CONCERNS  EXPRESSED  IN  THE  TESTIMONY  OF  THOSE  WITNESSES 
MIRRORED  THE  CONCERNS  OF  RESIDENTS  OF  THE  4TH  CONGRESSIONAL  DISTRICT. 
GEORGE  BUTTS  FROM  ACORN  TESTIFIED,  AND  I  QUOTE,  "TOO  MANY  INNER-CITY 
COMMUNITIES  ARE  NEARLY  DEVOID  OF  BANK  BRANCHES,  BUT  REPLETE  WITH 
ABANDONED  HOUSES,  CHECK  CASHING  STORES,  PAWNSHOPS,  AND  CREDIT 
SCAMS."  UNFORTUNATELY,  10  MONTHS  LATER.  WE  HAVE  YET  TO  EXACT 
MEANINGFUL  CHANGES  IN  THE  LENDING  PATTERNS  OF  THIS  NATION'S  BANKS. 
HOWEVER,  I  BELIEVE  CHANGE  IS  COMING. 

PRESIDENT  CLINTON  HAS  OUTLINED  HIS  GOALS  FOR  CRA  REFORM  AND  NOW  THE 
REGULATORS  ARE  CHARGED  WITH  THE  TASK  OF  IMPLEMENTING  HIS  GOALS  IN 
AN  EFFECTIVE  AND  LESS  BURDENSOME  MANNER  I  AM  ENCOURAGED  BY  THE 
DILIGENCE  AND  INTEREST  OF  THIS  ADMINISTRATION  AND  AM  APPRECIATIVE  FOR 
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THE  OPPORTUNITY  I  HAD  TO  PARTICIPATE  IN  THE  HEARINGS  HELD  IN  CHICAGO 
BY  THE  BANKING  REGULATORS. 

I  STRONGLY  BELIEVE  THAT  THIS  CONGRESS  HAS  THE  RESPONSIBILITY  TO 
ENSURE  THAT  MY  CONSTITUENTS,  CHAIRMAN  KENNEDY'S  CONSTITUENTS, 
CONGRESSWOMAN  WATER'S  CONSTITUENTS  AND  CITIZENS  IN  THIS  COUNTRY  DO 
NOT  FEEL  THAT  BASIC  BANKING  SERVICES  ARE  BEYOND  THEIR  REACH  AND  TO 
ENSURE  THEY  HAVE  ACCESS,  FREE  OF  DISCRIMINATION,  TO  LOANS  TO  PURCHASE 
A  HOME,  SEND  THEIR  CHILD  TO  SCHOOL  OR  TO  SIMPLY  FIX  THEIR  ROOF. 
NEIGHBORHOODS  LIKE  MY  OWN  CANNOT  SURVIVE  THE  FEELING  OF 
HOPELESSNESS  MUCH  LONGER. 

ESSENTIALLY,  WE  ALL  MUST  WORK  TOGETHER.  FOR  IT  WILL  TAKE  THE 
WILLINGNESS  OF  CONGRESS,  THE  ADMINISTRATION,  COMMUNITY  GROUPS, 
LENDING  INSTITUTIONS  AND  THE  REGULATORS  TO  ENSURE  THAT  THE 
COMMUNITY  REINVESTMENT  ACT  FINALLY  ACHIEVES  ITS  GOAL  AND  AFFORDS 
OUR  FRIENDS,  OUR  NEIGHBORS,  AND  OUR  FELLOW  CITIZENS  THE  SAME 
OPPORTUNITIES  OTHERS  IN  THIS  COUNTRY  ENJOY.  CHAIRMAN  KENNEDY  HAS 
BEEN  INSTRUMENTAL  IN  THIS  EFFORT  AND  I  WANT  TO  THANK  HIM  FOR  HOLDING 
THIS  HEARING  AND  LOOK  FORWARD  TO  THE  TESTIMONY. 

THANK  YOU,  MR.  CHAIRMAN. 
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Opening  Statement  of 

Congresswoman  Lucille  Roybal-Allard 

Subcommittee  on  Consumer  Credit 

October  21,  1993 

Mr.  Chairman,  I  would  like  to  thank  you  for  holding  this  hearing  today  to  examine  the 
Administration's  new  approach  to  CRA  and  federal  fair  lending  laws.  I  am  especially 
pleased  to  see  members  of  the  Administration  here  to  testify-  Secretary  Cisneros, 
Comptroller  Ludwig,  and  Associate  Attorney  General  Webster  Hubbeil. 

Mr.  Chairman,  efforts  to  spur  urban  renewal  throughout  cities  across  America  have  failed 
due  in  part  to  a  lack  of  financial  services  available  to  inner-city  residents.  While  CRA  has 
had  some  success  in  requiring  that  "banks  meet  the  needs  of  the  entire  community,  including 
lower-  and  middle-income  residents,"  the  results  need  improvement. 

In  Los  Angeles,  rather  than  meeting  the  needs  of  all  residents,  banks  have  abandoned  the 
iimer  cities  entirely.  At  the  September  field  hearing  held  in  Los  Angeles  by  the  four  bank 
regulatory  agencies,  testimony  was  delivered  which  revealed  that  scores  of  bank  branches 
have  closed  in  the  past  several  years.  These  branches  were  located  primarily  in  working 
class  and  minority  communities.  Today,  I  can  count  on  one  hand  the  number  of  bank 
branches  in  my  own  district,  the  Southeast  Corridor  of  Los  Angeles. 

I  am  also  concerned  that  where  there  are  bank  branches,  banking  services  are  not  provided 
on  an  equitable  basis.  Banks  do  not  always  offer  services  needed  by  less  affluent  members 
of  the  community,  and  community  outreach  programs  to  provide  "financial  services 
education"  are  non-existent.  Basic  services  such  as  low-income  checking  accounts  and 
bilingual  services  simply  are  not  available.  A  financial  services  institution  must  be  accessible 
to  lower-income  and  ethnic  communities  if  they  are  to  have  any  chance  at  self- 
empowerment.  In  addition,  tougher  enforcement  of  fair  lending  laws  will  encourage  banks 
to  perform  more  equitably. 

There  is  a  need  for  more  bank  branches,  there  is  a  need  for  bank  services,  and  there  is  a 
need  for  tougher  enforcement  of  fair  lending  laws.  I  look  forward  to  hearing  from  our 
witnesses  about  the  President's  initiatives  to  revamp  CRA  and  their  efforts  to  improve  the 
enforcement  of  federal  fair  lending  laws. 
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STATEMENT  OF  MAXINE  WATERS 

COMMUNITY  REINVESTMENT  ACT  REFORM 
before  the  Consumer  Credit  and  Insurance  Subcommittee 

October  21,  1993 

Mr.  Chairman,  I  am  grateful  to  be  here  today  to  testify  on  this 
most  important  subject.   Our  community  investment  laws  are 
outdated,  but  the  time  may  have  arrived  when  policymakers  are 
ready  for  a  serious  look  at  revamping  community  lending  laws  and 
their  implementation. 

I  do  not  need  to  chronicle  the  problems  of  lending  in  low- income 
ifnrl  niinoT-it-y  nQighhorhonrts  to  you.  Mr ^.  Chairman,  Qr  to  most  of  . 
the  members  of  this  subcommittee.  We  all  know  that  our 
communities  are  suffering  from  a  credit  famine.   Boarded  up 
houses,  minority  businesspeople  who  can't  expand  their  businesses 
and  create  more  jobs,  and  predatory  check  cashing  outlets  are  all 
symptoms  of  this  crisis.   Yet,  two  years  after  the  new  HMDA  data 
was  released,  Congress  still  hasn't  taken  action. 

The  Administration  is  to  be  commended  for  taking  up  CRA  reform. 
But,  much  of  what  needs  to  be  done  will  eventually  require 
legislation  of  the  kind  I  have  proposed. 

I  would  like  to  share  with  you  a  few  legislative  solutions  to 
these  problems  that  are  contained  in  my  bill,  H.R.  1700,  the  CRA 
Reform  Act  —  %rt»ich  was  originally  introduced  last  Congress,  was 
updated  and  reintroduced  at  the  beginning  of  this  term. 

Let  me  describe  the  principles  of  my  legislation, 

1)  Regulators,  policymakers  and  communities  need  better 

inf  orTi^^i '^n_ab'*'''"    f  inanr.ifl.l_  institnt  ions'     1  pnrii  rtn   ncrf  o'CBl'inc*»  - 

The  Home  Mortgage  Disclosure  Act  has  been  a  powerful'  tool  to 
expose  discrimination  in  the  mortgage  marketplace.  My  bill  would 
require  depository  institutions  to  disclose  comparable 
information  about  their  small  business,  community  development, 
and  consumer  lending,  on  a  census  tract  basis. 

In  addition,  institutions  would  be  asked  to  present  regulators 
with  an  analysis  of  their  branch  openings  and  closing  over  the 
past  ten  year  period. 

Over  the  past  decade,  in  part  thanks  to  bank  deregulation,  the 
number  of  branches  in  upper-income  communities  doubled,  while  the 
number  of  branches  in  poor  and  minority  communities  declined.   Of 
course,  while  bank  branches  close  —  pawnshops,  check  cashing 
outlets,  and  other  rip-off  companies  move  in  to  exploit  our 
communities.   From  1985  to  mid-1992,  277  bank  branches  closed  in 
California  alone,  of  course,  disproportionately  impacting  low- 
income  communities. 

Currently,  it  is  impossible  to  know  an  institution's  business  and 
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commercial  lending  record.   We  must  have  more  than  just  mortgage 
information  —  systematically,  not  just  anecdotally  —  to  respond 
to  the  problem  responsibly. 

2)  My  bill  would  enhance  community  input  in  the  regulatory 
process.   Community  groups  would  be  solicited  and  given  45  days 
in  which  to  analyze  an  institution's  community  lending 
performance  and  respond,  before  CRA  ratings  are  decided.   This 
would  include  giving  regulators  the  ability  to  interview  credit 
applicants  as  part  of  their  oversight.   In  addition,  regulators 
would  be  able  to  extend  the  public  comment  period  if  the  response 
to  solicitations  are  high.   Too  often,  community  groups  need  more 
time  to  accumulate  and  present  information  in  the  CRA  process. 

Thic     ic     a     moHoct        conBlhle    rpfoTTTV-  _  ,   _ 

3)  The  centerpiece  of  the  legislation  is  to  reform  the  CRA  rating 
process.   Nearly  90%  of  all  depository  institutions  receive 
"outstanding"  or  "satisfactory"  CRA  ratings.   This  is  despite 
overwhelming  evidence  of  redlining  in  most  inner  city  and  poor 
rural  communities  in  America.   Grade  inflation  has  rendered  the 
current  CRA  rating  system  nearly  meaningless. 

Since  July,  1990,  only  8  institutions  —  that  is  less  than  1%  — 

of  all  federal  institutions  received  a  rating  of  "Substantial 
Non-Compliance,"  the  lowest  CRA  rating. 

The  performance-based  standard  for  CRA  ratings  —  contained  in  my 
legislation  —  has  been  adopted  in  concept  by  the  Clinton 
Administration  as  it  moves  administratively  to  amend  CRA.   For 
too  long,  an  institution's  professed  intentions,  not  its  actual 
lending,  has  been  the  standard  for  which  it  has  been  judged.   I 
am  hopeful  that  the  Clinton  reforms  will  give  us  a  better 
yardstick  with  which  to  judge  our  financial  institutions.   Public 
heari""?  ^^^v^  *>9'^ir  .  Ths"  V9T'?   in  X-os  Aji"'*^?^  i  £.'i^.   v'?'?^f  "."O- 
Let's  wait  and  see  what  they  do. 

4)  My  legislation  would  establish  community  standards  for 
mortgage  banks  for  the  first  time.   The  Department  of  Housing  and 
Community  Development  would  establish  an  Office  of  Mortgage  Bank 
and  Insurance  Supervision.   This  office  would  oversee  federal 
monitoring  of  mortgage  banks  and  private  mortgage  insurance 
companies. 

Mortgage  banks  —  which  depend  on  federally-insured  secondary 
mortgage  purchases  for  their  business  —  would  supply  a  community 
support  statement  to  the  established  Office  including  HMDA-type 
data,  underwriting  criteria,  pro-active  community  programs  and 
any  fair  housing  law  violations  they  may  have  incurred. 

Mortgage  companies  now  make  a  majority  of  all  home  loans  in 
America.   A  recent  study  conducted  by  Essential  Information  — 
which  will  be  presented  later  at  this  hearing  —  found  that 
mortgage  banks  are  among  the  worst  redliners  in  America.   We  must 
find  a  way  to  bring  some  accountability  to  the  rfbrtgage  bank 
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system. 

In  my  legislation,  the  HUD  Office  charged  with  this 
responsibility  would  solicit  pubic  comment  and  evaluate 
individual  mortgage  bank's  performance.   If  the  Secretary  finds  a 
companies'  performance  inadequate,  then  he/she  will  have  the 
authority  to  impose  a  series  of  penalties  including  fines,  cease 
and  desist  orders  of  the  practice  in  question  or  legal  action  if 
appropriate. 

5)  As  I  mentioned  earlier,  the  newly-formed  office  would  also 
supervise  the  activities  of  private  mortgage  insurance  companies. 
Again,  these  companies  are  completely  dependent  on  depository 

i."":*" '  t"t  ic^S '.     r'J^i.Mt"    t"0.  eXtPPf^     rtnri    <so^^  ,rtff    mnyi-m^nP!^    — — 

resulting  from  deposit  insurance  and  government- insured  secondary 
mortgage  markets.   However,  as  with  mortgage  banks,  these 
mortgage  insurance  companies  may  be  contributing  to  redlining. 

A  1993  study  by  the  PMI  industry  showed  that  only  8.2%  of  all 

mortgage  insurance  issued  in  1991  was  in  zip  codes  that  were  more 

than  50%  minority,  and  only  7.9%  was  in  low-  and  moderate-income 
areas. 

The  new  HUD  Office  would  compile  information  on  mortgage 
companies'  community  programs,  underwriting  criteria  and 
incorporate  public  comments.   They  would  then  make  a 
determination  as  to  companies'  community  involvement.   If  the 
Secretary  finds  a  company  in  non-compliance,  he/she  may  require  a 
community  investment  plan  to  be  submitted  by  the  company  to 
rectify  the  situation. 

6)  Finally,  the  legislation  would  allow  the  appropriate  federal 
regulatory  agency  to  use  the  information  on  an  institution's 

Kv-an^K     /.ti^sn-inne    anH    ninc-inrie    aS    rva'rt'    nf    t'Vio    rnarrto-r-    and 

acquisition  process.   If  an  institution  has  a  "pattern  and 
practice"  of  closing  branches  in  a  way  determined  to  exclude  low- 
income  and  minority  neighborhoods,  that  institution  could  be 
denied  its  application. 

Of  the  tens  of  thousands  of  merger  applications  before  the 
Federal  Reserve,  less  than  ten  have  ever  been  denied  on  CRA 
grounds.   We  must  look  at  new  and  different  ways  to  keep  our 
financial  institutions  doing  business  in  all  the  communities  they 
serve . 

In  conclusion  Mr.  Chairman,  we  have  seen  data  year  after  year 
showing  that  redlining  and  discrimination  are  obstacles  to 
community  development.   The  banking  industry  will  undoubtedly 
come  to  Congress  seeking  new  powers  and  less  regulation  this 
year.   Low-income  and  minority  Americans  have  been  waiting  for 
relief  from  the  banking  industry  for  years.   I  believe  we  must 
consider  the  issues  raised  by  my  legislation  if  we  move  to 
assuage  the  banking  community's  concerns.   And  with  that,  I 
conclude  my  testimony.  /- 
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chairman  Kennedy,  members  of  the  House  Banking  Subcommittee 
on  Consumer  Credit  and  Insurance,  thank  you  for  giving  me  the 
opportunity  to  speak  to  you  today  about  mortgage  lending 
discrimination  and  our  strategy  for  bringing  an  end  to  such 
discrimination . 

The  strategy  we  have  devised  is  part  and  parcel  of  our 
entire  approach  to  equal  housing  opportunity.   We  have  an 
important  program  office  at  HUD  with  full  responsibility  for  all 
the  Department's  fair  housing  and  fair  lending  activities,  and  it 
is  our  good  fortune  to  have  a  forceful  leader,  thoroughly 
committed  to  our  goals,  Roberta  Achtenberg,  as  Assistant 
Secretary  for  Fair  Housing  and  Equal  Opportunity.   Under 
President  Clinton,  we  are  strengthening  that  office,  expanding 
its  responsibilities,  and  providing  additional  resources  to  help 
advance  equal  housing  and  homeownership  opportunity. 

But,  at  my  HUD,  fair  housing  no  longer  is  treated  as  the 
sole  province  of  a  separate  unit;  furtherance  of  America's  fair 
housing  goals  is  infused  throughout  HUD's  operations  and 
programs.   In  our  decisions  and  actions  on  public  and  assisted 
housing,  homeownership,  and  economic  development  issues,  fair 
housing  goals  are  an  integral  consideration,  a  determining  factor 
in  how  we  proceed. 

A  few  weeks  ago,  I  went  to  Vidor,  Texas,  to  take  control  of 
a  public  housing  authority  that  was  openly  violating  civil  rights 
laws  by  discriminating  against  African-Americans.   Neither 
President  Clinton  nor  I  will  tolerate  the  segregation  and  racial 
harassment  that  took  place  there,  nor  discriminatory  practices  in 
any  form. 

Today's  hearing  is  not  about  public  housing  segregation,  but 
homeownership  and  lending  discrimination.   The  behavior  may  not 
be  as  blatant  as  that  demonstrated  by  overt  bigots,  but  the 
denial  of  an  opportunity  to  own  a  home  --  subtle  though  it  may  be 
--  has  a  devastating  impact  on  the  family  discriminated  against 
and  a  destructive,  corrupting  influence  on  our  sense  of 
community. 

Homeownership  is  one  of  the  foremost  hopes  and  aspirations 
of  the  American  people.   It  doesn't  matter  whether  people  are 
rich  or  poor,  black  or  Hispanic  or  Asian  or  white  . . .  Americans 
traditionally  want  to  own  their  own  home.   It's  part  of  our 
heritage,  an  anchor  of  our  democratic  society  that  allows 
families  to  put  down  roots,  to  grow,  and  prosper;  it  is  how  most 
Americans  define  their  wealth. 

Homeownership  is  the  glue  that  reinforces  our  sense  of 
community;  it  helps  ensure  the  economic  viability  of  our 
neighborhoods  and  communities.   But  for  families  denied  a 
mortgage  loan,  the  American  Dream  is  a  dream  denied.   The  family 
suffers,  the  children  suffer,  and  the  community  suffers.   Rather 
than  enjoying  economic  growth  and  the  spirit  of  renewal  it 
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fosters,  the  community  stagnates.   Lending  discrimination  robs 
the  family  and  the  community  of  a  chance  to  move  ahead. 

How  can  we  build  a  spirit  of  community  when  those  who  have 
played  by  the  rules  are  unjustly  denied  a  mortgage  loan  and 
therefore  cheated  out  of  their  chance  for  homeownership? 

THE  PROBLEM 

Of  course,  for  decades,  many  people  refused  to  believe 
charges  of  mortgage  lending  discrimination.   The  lending 
community  traditionally  has  claimed  that  sound  business  judgment 
alone  affects  lending  decisions  --  that  discrimination  and  racism 
are  not  factors  --  and  most  regulators  have  been  less  than 
aggressive  in  challenging  that  claim.   In  fact,  virtually  no 
lender  or  appraiser  has  ever  been  punished  for  discrimination. 
Despite  abundant  evidence  of  racial  disparities  and  of  bias,  the 
agencies  have  resisted  basic  reforms  for  decades. 

Until  recent  years,  this  attitude  on  the  part  of  lenders  and 
regulators  had  gone  relatively  unchallenged,  in  part  because 
there  has  been  no  clear  demonstration  of  the  dimensions  and 
destructive  impact  mortgage  lending  discrimination  has  on 
families  and  neighborhoods. 

But,  over  the  last  five  years,  a  series  of  events  have 
created  an  overwhelming  force  moving  lending  discrimination  to 
the  front  of  the  civil  rights  agenda. 

In  May  of  1988  the  Atlanta  Journal-Constitution  ran  a  four- 
part  series  called  "The  Color  of  Money, "  outlining  in  detail 
allegedly  discriminatory  practices  in  home  mortgage  lending  by 
many  Atlanta  area  lenders.   Through  interviews  and  analysis  of 
HMDA  data,  this  Pulitzer  Prize  winning  study  showed  that  far  more 
mortgage  loans  were  being  originated  in  white  areas  than  in  black 
areas . 

In  April  1989  the  Department  of  Justice  began  an 
investigation,  based  on  "The  Color  of  Money, "  which  ultimately 
led  to  a  consent  decree  in  the  case  of  Decatur  Federal  Bank.   The 
bank  undertook  wide  ranging  changes  in  its  policies  to  address 
practices  which  appeared  to  treat  minorities  less  favorably  than 
whites  and  generally  underserved  the  black  community. 

In  August  198  9  Congress  amended  the  Home  Mortgage  Disclosure 
Act  to  require  data  on  the  race,  gender  and  income  of  borrowers 
and  applicants  for  loans.   Analysis  of  the  expanded  HMDA  data 
showed  that  applications  for  mortgage  loans  from  blacks  and  other 
minorities  were  being  turned  down  two  or  three  times  as  often  as 
applications  from  whites.   In  fact,  lower  income  whites  were 
faring  better  on  their  applications  than  high  income  minorities. 
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In  a  rigorous  analysis  of  1991  HMDA  data,  two  distinguished 
scholars  --  Cornell  University  Professor  of  Economics  Bob  Avery 
and  Dr.  Mark  Sniderman  of  the  Cleveland  Federal  Reserve  Bank  -- 
have  reported  that:  "We  find  a  persistent  difference  in  the 
denial  rates  of  white  and  minority  applicants,  particularly 
blacks.   These  differences  remain  even  after  lender, 
neighborhood,  and  applicant  economic  characteristics  are 
accounted  for.   Moreover,  we  find  a  remarkable  degree  of 
consistency  in  these  conclusions  across  geographic  markets  and 
loan  products,  indicating  that  the  observed  racial  differences  in 
denial  rates  are  widespread  ..."   Now,  while  differences  in 
credit  history  or  other  legitimate  underwriting  factors  may 
account  for  the  observed  differences,  such  evidence  points  toward 
a  widespread  pattern  of  unequal  treatment. 

In  October  1992  the  Boston  Federal  Reserve  Bank  released  its 
study  titled  "Mortgage  Lending  in  Boston:  Interpreting  HMDA 
Data."   The  study  found  that  minority  applicants,  on  average, 
have  greater  debt  burdens,  higher  loan  to  value  ratios  and  weaker 
credit  histories  than  white  applicants  and  that  these 
disadvantages  account  for  a  large  portion  of  the  difference  in 
denial  rates.   However,  even  after  controlling  for  financial, 
employment,  and  neighborhood  characteristics,  black  and  Hispanic 
mortgage  applicants  in  Boston  are  almost  60  percent  more  likely 
to  be  turned  down  than  whites . 

A  more  recent  study  by  Jonathan  Brown,  "Racial  Redlining:  A 
Study  of  Discrimination  by  Banks  and  Mortgage  Companies  in  the 
United  States,"  found  that  some  neighborhoods  were  being  very 
perversely  affected,  in  some  cases  not  merely  neglected,  but 
excluded  by  lenders.   This  report,  released  in  August  1993, 
examined  lending  in  16  metropolitan  areas  and  found  that  there 
were  62  "worse  case"  lending  patterns,  involving  4  9  major 
lenders,  who  were  undeserving  minority  communities.   40  of  the  62 
worst  cases  were  independent  or  bank  affiliated  mortgage 
companies.   In  some  instances  lenders  stopped  lending  abruptly  at 
the  "edge  of  minority  neighborhoods." 

The  Congress  has  also  kept  its  spotlight  on  these  issues. 
Hearings  in  both  the  House  and  Senate  over  the  last  few  years 
have  helped  to  focus  the  Executive  Branch's  attention  on  this 
important  issue.   House  Banking  Committee  Chairman  Gonzalez  and 
Senate  Banking  Committee  Chairman  Reigle  have  been  particularly 
vigilant  in  this  regard,  and  the  House  Committee  most  recently 
conducted  hearings  in  Prince  George's  County,  Maryland,  on  the 
lack  of  banking  services  in  largely  minority  neighborhoods. 

One  result  of  this  increased  attention  on  mortgage  lending 
discrimination  has  been  a  sharp  increase  in  complaints. 

The  Fair  Housing  Amendments  Act  of  1988  strengthened  HUD's 
fair  housing  and  fair  lending  enforcement  powers.   Provisions  of 
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the  1988  amendments  became  effective  in  March  of  1989,  and  there 
were  93  complaints  of  lending  discrimination  during  the  rest  of 
that  year.   Through  fiscal  1993,  there  have  been  1,179 
complaints,  and  that  figure  becomes  even  more  significant  in 
context  with  the  rapid  rate  of  increase.   In  the  three  years 
since  1990,  the  first  full  year  of  HUD's  strengthened  enforcement 
powers,  the  number  of  complaints  received  annually  by  HUD  have 
nearly  quadrupled,  from  123  in  1990  to  481  in  1993.   HUD  has 
closed  916  of  these  complaints  resulting  in  compensation  to 
complainants  of  $1.4  million. 

The  growing  weight  of  evidence  finally  has  forced  regulators 
to  challenge  lenders'  claims  of  impartiality.   Discrimination  in 
lending  is  real . 

In  the  realm  of  unequal  treatment,  we  will  not  accept  the 
status  quo.   President  Clinton  has  said,  "We  have  been  divided  in 
this  country  for  too  long  between  "us"  and  "them."   [But]  there 
can  be  no  "them"  in  America.   There's  only  us."   His  is  the 
message  of  inclusiveness,  of  partnership,  of  rebuilding  the 
spirit  of  community  in  America.   We  can  help  rebuild  the  spirit 
of  community  by  bringing  an  end  to  mortgage  lending 
discrimination . 

COMBATTING  MORTGAGE  LENDING  DISCRIMINATION 

Before  I  discuss  the  exciting  new  initiatives  we've  begun, 
I  want  to  discuss  three  pre-existing  efforts  we're  continuing  and 
expanding  upon:  Fair  Housing  testing,  HUD's  Memorandum  of 
Understanding  with  the  regulatory  agencies,  and  our  work  together 
with  the  Home  Mortgage  Disclosure  Act. 

FHIP  Testing  Project 

The  Fair  Housing  Initiatives  Program  allows  HUD  to  fund 
public  and  private  enforcement  activities,  as  well  as  educational 
and  outreach  programs  informing  the  public  about  their  fair 
housing  rights  and  obligations. 

In  1992  HUD  awarded  $1  million  in  FHIP  funds  to  the  National 
Fair  Housing  Alliance  to  conduct  pre-application  testing  in  three 
metropolitan  areas.   The  areas  and  lenders  are  being  selected 
based  on  an  analysis  of  Home  Mortgage  Disclosure  Act  data  and 
other  factors  suggesting  the  existence  of  a  possible  problem,  and 
the  results  of  this  testing  will  be  used  by  a  new  fair  lending 
office  in  mid-1994. 

Congress  recently  increased  the  appropriation  available  to 
FHIP  --  in  fact,  virtually  doubled  the  funding  --  from  about  $11 
million  in  1993  to  more  than  $20  million  in  1994,  which  will 
enable  us  to  continue  and  expand  the  FHIP  resources  available  for 
lending  discrimination.   I'd  like  to  express  my  appreciation  for 
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the  strong  support  we  received  from  the  House  and  the  Senate  in 
requesting  a  budget  increase  for  these  funds,  and  I  especially 
want  to  acknowledge  the  leadership  efforts  of  Congressman  Louis 
Stokes  and  Senator  Barbara  Mikulski  on  behalf  of  increased  FHIP 
funding . 

Memorandum  of  Understanding 

In  May  1992,  HUD  entered  into  a  Memorandum  of  Understanding 
with  the  Federal  Reserve  Board,  Comptroller  of  the  Currency, 
FDIC,  Office  of  Thrift  Supervision,  and  the  National  Credit  Union 
Administration.   Since  then,  there  have  been  269  exchanges  of 
information  or  referrals  between  our  fair  housing  office  charged 
with  that  responsibility  and  these  regulators,  resulting  in  74 
complaints  of  lending  discrimination  filed  with  my  Department. 

Several  complaints  were  investigated  jointly  by  HUD  and  OCC. 
We  believe  that  the  MOU  has  been  effective  in  minimizing  the 
burdens  on  banks  of  duplicative  investigations,  and  assuring  that 
complainants  have  access  to  all  remedies  available  to  them  under 
the  Fair  Housing  Act. 

Home  Mortgage  Disclosure  Act  (HMDA) 

HUD  has  worked  closely  with  the  Federal  financial  regulatory 
agencies  to  make  the  HMDA  database  as  useful  as  possible  and  to 
make  the  data  accessible  to  the  public,  including  community 
groups  and  academia.   The  enhanced  HMDA  data  which  became 
available  for  loans  made  beginning  in  1990,  thanks  to  the  efforts 
of  Congressman  Kennedy,  included  race,  income,  and  gender  of 
borrower,  and  data  on  applicants  as  well  as  accepted  borrowers, 
and  has  provided  a  wealth  of  material  for  HUD  and  other  agency 
enforcement  efforts.   Taken  alone,  HMDA  data  do  not  prove 
discrimination,  but  they  do  help  to  identify  disparities  and 
underserved  areas  which  may  require  further  investigation. 

I  have  begun  discussions  with  the  Chairman  of  the  Federal 
Reserve  on  how  HUD  and  the  Fed  can  work  to  make  HMDA  data  more 
readily  available  to  the  public  and  more  useful  as  a  tool  to 
focus  federal  and  private  fair  housing  enforcement  efforts  in  the 
future . 

In  each  of  the  three  pre-existing  efforts  I  have  just 
discussed,  we  have  increased  emphasis,  expanded  our  role,  and 
enhanced  the  resources  made  available. 

But,  we  have  not  been  satisfied  merely  to  build  on  what  was 
previously  begun.   We  have  introduced  new  initiatives  and 
identified  new,  proactive  measures  we  can  take  to  eliminate 
discriminatory  lending  practices. 

We  have  come  at  this  problem  of  lending  discrimination 
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determined  to  utilize  every  resource  that  can  make  a  difference. 
I  would  now  like  to  describe  for  you  some  of  the  key  measures  we 
have  initiated:  rulemaking  to  define  discrimination  and  fund 
anti-discrimination  efforts;  reviewing  GNMA  and  FHA;  an  exciting 
new  relationship  with  the  Comptroller  of  the  Currency;  and 
private  industry  efforts. 

Rulesiaking  to  define  discrimination 

In  the  25  years  that  have  passed  since  the  enactment  of  the 
Fair  Housing  Law,  the  Department  of  Housing  and  Urban 
Development  has  yet  to  issue  regulations  that  define  violations 
of  law  in  the  areas  of  mortgage  lending  and  property  insurance. 
My  HUD  is  changing  that . 

Last  week,  I  announced  HUD's  priorities  for  the  first  year, 
and  fair  housing  and  fair  lending  are  right  at  the  top  of  our 
priorities.   After  appropriate  consultations,  we  will  issue  Fair 
Housing  Act  regulations  making  clear  that  the  Federal  government 
will  move  directly  to  identify  and  remedy  discriminatory 
practices  in  fair  housing  and  fair  lending.   These  regulations 
will  guide  HUD  investigations  and  Department  of  Justice 
enforcement.   They  also  will  serve  as  a  signpost  to  allow  the 
industry  to  take  voluntary  actions,  and  a  guide  for  the  financial 
regulatory  agencies  to  use  in  their  supervisory  role.   Further, 
these  regulations  will  affect  mortgage  lenders  who  are  not 
subject  to  the  oversight  of  the  financial  regulatory  agencies 
(such  as  mortgage  bankers  and  property  insurers) . 

o    In  the  next  year,  HUD  will  hold  administrative  meetings 
to  hear  from  all  interested  parties  regarding  unlawful 
policies  and  practices  in  these  areas,  and  we  will 
propose  mortgage  lending  regulations  and  begin  work  on 
property  insurance  redlining  regulations. 

o    Special  HUD  offices  will  be  created  to  address  each  of 
these  areas  and  work  with  other  affected  agencies  to 
address  fair  lending  and  insurance  concerns. 

In  addition,  the  Department  will  publish  a  regulation 
governing  the  fair  housing  requirements  in  the  programs  of  Fannie 
Mae  and  Freddie  Mac.   These  regulations  will  have  significant 
impact  on  the  availability  of  mortgage  credit. 

Rulemaking  to  Fund  Anti -Discrimination  Activities 

HUD  also  will  issue  a  new  regulation  for  FHIP  funding  of 
private  and  State  and  local  agency  investigations  of  fair  lending 
and  insurance  redlining  complaints.   This  includes  the  authority 
to  conduct  testing  and  other  forms  of  systemic  investigation. 
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Work  at  Home 

Further,  I  have  begun  the  work  that  needs  to  be  done  in  my 
own  home.   My  first  year  program  includes  a  review  of  Ginnie  Mae 
regulations  to  ensure  that  they  do  not  contribute  to 
discrimination  by  FHA-approved  lenders.    Also,  I  will  assure 
that  our  Office  of  Housing  improves  its  use  of  HMDA  and  other 
data  to  focus  monitoring  of  FHA-approved  mortgagees  where  there 
are  indicators  of  possible  discrimination. 

HDD-OCC  Initiatives 

Last  May,  HUD  conducted  a  conference  on  research  and 
enforcement  of  mortgage  lending  discrimination  which  enjoyed 
widespread  participation  by  leading  researchers  and  by 
enforcement  agencies.   Eugene  Ludwig,  the  Comptroller  of  the 
Currency,  has  been  a  staunch  ally  in  our  efforts  to  address 
lending  discrimination  and,  when  he  learned  about  the  conference, 
Mr.  Ludwig  enthusiastically  participated  and  supported  it  with 
agency  funds.  The  proceedings  of  that  conference  will  be 
published  early  next  year  and  will  help  to  advance  enforcement 
efforts  and  the  research  agenda. 

Following  that  conference,  HUD  and  OCC  formed  a  working 
group  to  strengthen  the  federal  government's  efforts  to  counter 
discrimination  in  mortgage  lending.   The  other  regulatory 
agencies  and  the  Department  of  Justice  will  be  asked  to 
participate  in  this  effort  so  that  collectively  we  can  provide 
guidance  which  the  industry  seeks  as  to  what  practices  constitute 
discrimination  and  what  steps  banks  may  legitimately  take  to 
address  problems  in  this  area. 

The  working  group  was  formed:  first,  to  exchange  technology 
and  information;  second,  to  develop  an  interagency  definition  of 
what  constitutes  lending  discrimination  for  purposes  of  the  Equal 
Credit  Opportunity  Act  and  the  Fair  Housing  Act;  and,  finally,  to 
pool  research  on  statistical  analysis  of  HMDA  data  to  improve  the 
agency's  targeting  of  lenders  for  examinations  and  (in  the  case 
of  HUD)  Secretary-initiated  investigations. 

As  a  result  of  the  working  group's  efforts,  OCC  has  agreed 
to  begin  testing  next  Spring  to  determine  how  testing  can  most 
effectively  meet  their  enforcement  needs. 

HUD  and  OCC  also  have  developed  a  draft  definition  of 
lending  discrimination  and  are  working  with  other  Federal 
financial  agencies  to  strengthen  its  provisions. 

And  HUD  and  OCC  are  working  together  to  use  all  available 
data  and  research  to  assist  fair  lending  and  examination 
processes . 
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Industry  Efforts 

The  Fair  Housing  Act  requires  HUD  to  work  with  the  housing 
industry  to  achieve  voluntary  compliance  with  the  law.   We  have 
met  with  and  provided  training  for  the  Mortgage  Bankers 
Association  and  the  American  Bankers  Association.   This  includes 
presentations  at  their  conferences  to  acquaint  their  members  with 
HUD'S  program.   A  Fall  1993  Bank  Compliance  Symposium  of  the 
American  Bankers  Association  on  October  7  (featuring  HUD, 
Justice,  the  FDIC  and  the  Fed)  transmitted  by  satellite  reached 
more  than  3500  participants  nationwide,  many  of  whom  phoned  in 
questions. 

The  MBA  and  ABA  have  developed  materials  to  acquaint  their 
members  with  the  requirements  of  the  Fair  Housing  Act  and  the 
Equal  Credit  Opportunity  Act.   They  are  formulating  programs  to 
increase  minority  employment  in  the  industry  and  to  undertake 
other  initiatives  which  should  help  to  address  various  aspects  of 
the  complex  problem  of  lending  discrimination. 

HUD  has  also  had  meetings  with  the  leadership  of  the  ABA  and 
the  MBA  to  discuss  cooperative  efforts.   This  may  include 
execution  of  a  voluntary  agreement  along  the  lines  of  HUD's 
Voluntary  Affirmative  Marketing  Agreements  with  the  National 
Association  of  Realtors  and  the  National  Association  of 
Homebuilders . 

HUD  has  also  held  two  meetings  with  a  group  of  DC  area 
lenders.   The  lenders  were  incensed  over  a  series  of  articles  in 
the  Washington  Post  indicating  that  they  were  not  serving 
adequately  the  minority  community  which  they  felt  did  not  do 
justice  to  their  efforts.   We  asked  them  to  be  very  specific 
about  what  they  were  doing  to  reach  out  to  minority  purchasers 
and  they  have  described  a  variety  of  programs  which  have  had 
varying  results.   HUD  developed  a  list  of  suggested  fair  lending 
activities  which  they  could  use  as  a  benchmark  to  determine 
whether  their  activities  were  fully  affirmative. 

We  think  that  our  discussions  may  lead  to  a  concerted  effort 
by  these  local  lenders  to  institutionalize  new  policies  and 
practices  which  will  help  to  open  doors  hitherto  closed.   We  may 
even  develop  some  kind  of  local  fair  lending  strategy  subscribed 
to  by  the  participating  banks.  We  hope  to  build  on  our  Washington 
experience  by  having  local  HUD  offices  convene  similar  meetings 
in  other  cities. 

Mr.  Chairman,  these  steps  reflect  our  unflinching  commitment 
to  ending  discriminatory  lending  practices.   They  represent  not 
the  totality  of  our  efforts,  but  a  determined  and  forceful 
beginning.   Yet,  even  should  our  efforts  be  thoroughly  successful 
--  should  we  fully  achieve  our  goal  of  completely  eliminating 
lending  discrimination  --  this  still  would  not  be  enough. 
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Combatting  lending  discrimination  fits  into  a  larger 
context.   We  must  expand  access  to  capital,  we  must  expand  access 
to  homeownership,  if  we  are  to  help  build  communities  cpf 
opportunity  that  strengthen  families  and  create  economic  lift. 

Because  we  want  to  increase  the  capital  available  for  low- 
and  moderate -income  homeownership  opportunities,  President 
Clinton  is  working  actively  to  strengthen  enforcement  of  the 
Community  Reinvestment  Act  to  better  target  the  resources  of 
commercial  banks,  thrift  institutions,  and  other  depository 
lenders.   He  has  directed  the  banking  regulatory  agencies  to 
review  their  administration  of  the  CRA,  and  I  support  their 
efforts.   By  focusing  CRA  more  on  quantifiable  measures  of 
performance,  we  can  increase  the  access  to  credit  and  banking 
services  for  residents  in  underserved,  including  minority, 
neighborhoods . 

In  support  of  the  President's  broad  effort  to  expand  access 
to  capital  and  homeownership,  we  have  developed  a  comprehensive 
capital  investment  strategy  capable  of  leveraging  billions  of 
dollars  in  private  capital  and  credit. 

II.   EXPANDING  ACCESS  TO  CREDIT 

Mr.  Chairman,  for  the  first  time  in  two  decades,  we  at  HUD 
are  taking  seriously  our  Congressionally  mandated  oversight 
responsibility  of  Government -Sponsored  Enterprises.   We  have  just 
published  interim  goals  which  set  standards  for  Fannie  Mae  and 
Freddie  Mac  mortgage  purchases  in  central  cities,  and  require 
targeted  mortgage  purchases  in  very  low  income  areas  and  for  very 
low-income  families.   The  goals  call  for  both  Fannie  Mae  and 
Freddie  Mac  to  make  3  0  per  cent  of  their  purchases  to  support 
low-  and  moderate  income  housing  by  1994. 

We've  also  created  a  special  targeted  initiative  to  sell 
FHA's  foreclosed  single-family  homes  for  low- income  homeownership 
in  distressed  communities,  discounting  the  sales  price  of  the 
properties  and  working  through  local  governments,  community 
organizations,  and  public  housing  authorities.   This  pilot 
program  has  been  highly  successful  in  Chicago  and  Richmond,  and 
it  will  soon  be  expanded  on  a  nationwide  basis. 

We're  also  exploring  such  non- traditional  resources  as 
pension  funds  and  institutional  endowment  funds  for  their  vast 
potential  for  increased  capital  investment  in  homeownership. 

Our  approach,  Mr.  Chairman,  is  ambitious  and  comprehensive. 
We  have  made  some  strides  in  both  our  fair  housing/fair  lending 
efforts  and  in  opening  up  access  to  capital.   But  we  need  to  work 
closely  with  you. 
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We  are  working  to  broaden  the  focus  of  HUD's  housing 
counseling  program  from  avoiding  defaults  to  identifying  and 
assisting  potential  home  buyers  in  low-  and  moderate -income 
communities.   Given  the  expanded  capacity,  we  can  counsel  these 
families  in  money  management,  advise  them  on  how  to  save  for  the 
down  payment  and  closing  costs  help  them  prepare  the  documents  to 
qualify  for  a  mortgage  loan,  and  train  them  to  do  basic  home 
maintenance  and  repairs. 

We  need  your  help  for  legislation  we  will  propose  next  year 
that  will  enable  us  to  strengthen  the  capacity  of  FHA,  use  it 
creatively  to  increase  homeownership  in  America,  and  help  rebuild 
communities.   We  already  have  begun  reviving  FHA  which  has 
assisted  nearly  21  million  people  become  homeowners  over  the 
nearly  60  years  of  its  existence.   Although  FHA  was  underutilized 
in  the  1980s,  Commissioner  Nic  Retsinas  has  expanded  its  mortgage 
insurance  activity. 

We  intend  to  continue  our  revitalization  of  FHA,  making  it 
once  again  a  major  force  in  delivering  affordable  homeownership 
to  low-  and  moderate -income  families. 

We'll  also  need  your  help  to  pass  President  Clinton's 
proposed  legislation  to  give  federal  support  for  Community 
Development  Financial  Institutions.   Providing  funding  for  these 
community  development  banks,  credit  unions,  loan  funds  and  other 
entities  will  increase  the  specialized  lending  by  trained 
professionals  that  is  exemplified  by  the  improved  housing  and 
homeownership  of  Chicago's  South  Shore  neighborhood,  revitalized 
through  the  leadership  of  the  South  Shore  Bank's  20-year 
experiment  in  community  development  financing. 

Thank  you  for  your  support,  Mr.  Chairman  and  members  of  the 
Subcommittee.  I  look  forward  to  working  closely  with  you  in  the 
future,  and  now  will  be  happy  to  answer  your  questions. 

### 
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Mr.  Chairman  and  men±iers  of  the  Subcommittee,  I  appreciate  the 
opportunity  to  describe  for  you  the  efforts  of  the  Department  of 
Justice  to  address  racial  discrimination  in  the  mortgage  lending 
industry.  Recent  reports  and  studies  have  highlighted  the 
pervasiveness  of  racial  discrimination  in  mortgage  lending.  The 
pernicious  evil  of  denying  minorities  equal  credit  opportunity 
disadvantages  minority  communities  and  must  be  eliminated. 

The  Civil  Rights  Division  has  authority  to  address  the  problem 
under  the  Fair  Housing  Act,  42  U.S.C.  3601  et  seq. .  and  the  Equal 
Credit  Opportunity  Act,  15  U.S.C.  1691-1691f .  Our  recent  efforts 
have  included  the  assignment  of  lawyers  to  develop  expertise  in  the 
mortgage  lending  field,  the  development  of  litigation  to  address 
the  issue,  and  meeting  with  the  major  federal  financial  regulatory 
agencies  in  an  attempt  to  develop  an  enforcement  structure  for  the 
future. 

The  lessons  we  have  learned  thus  far  can  be  summarized  as 
follows : 

1.  Mortgage  lending  discrimination  on  the  basis  of  race  can 
exist  in  spite  of  the  fact  that  management  of  the  lending 
institution  has  adopted  clear  policies  against  such  discrimination. 
Branching,  marketing,  advertising,  hiring,  appraising, 
underwriting,  and  compensation  schemes  for  loan  originators,  all 
must  be  assessed  in  an  analysis  of  whether  an  institution  is 
denying  credit  needs  on  the  basis  of  race. 

2.  Statistical  methods  are  available  to  reveal  whether 
institutions  that  reject  minority  applicants  at  higher  rates  than 
white  applicants  have  discriminated  on  the  basis  of  race.   The 
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approach  we  utilized  in  the  litigation  I  will  describe  today  has 
been  used  in  other  fields  for  many  years.  The  statistical  analysis 
is  expensive  and  requires  examination  of  a  large  number  of 
application  files. 

3.  Given  the  sampling  methodology  of  their  prior  fair  lending 
reviews,  it  is  understandable  that  the  federal  regulatory  agencies 
have  failed  to  discover  the  type  of  discrimination  that  we  have 
found.  We  hope  for  revisions  in  the  methodology  that  would  allow 
these  front  line  detectors  of  discrimination  in  the  lending 
industry  to  identify  impermissible  practices.  We  understand  that 
agencies  are  working  diligently  on  developing  new  examination 
procedures  which  we  hope  will  incorporate  our  views  with  respect  to 
the  importance  of  statistical  analysis. 
I.  THE  MORTGAGE  LENDING  DISCRIMINATION  LAWSUIT. 

The  summary  conclusions  listed  above  stem  from  our  analysis  of 
the  industry  during  the  past  four  years.  Our  interest  was  first 
attracted  by  the  Pulitzer  Prize  winning  "Color  of  Money"  series 
published  in  the  Atlanta  Journal -Constitution  in  19S8,  contrasting 
the  widespread  disparities  in  the  number  of  mortgage  loans  approved 
by  certain  lenders  in  white  and  black  neighborhoods  of  Atlanta. 
The  articles  documented  that  many  lenders  placed  five  times  as  many 
mortgages  in  white  neighborhoods  as  in  comparable  black 
neighborhoods,  that  black  applicants  were  rejected  for  mortgage 
loans  at  significantly  higher  rates  than  white  applicants,  and  that 
many  of  the  lenders  had  few,  if  any,  branch  offices  in  black 
neighborhoods.  The  series  postulated  that  this  denial  of  access  to 
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mortgage  credit  may  have  had  a  deleterious  effect  on  the 
regeneration  of  many  black  neighborhoods  in  Atlanta's  urban  core. 
In  early  June  of  this  year,  The  Washington  Post  reported  similar 
findings  concerning  mortgage  lending  in  the  Washington,  D.C. 
metropolitan  area. 

Our  attorneys  knew  little  about  the  industry  at  the  start,  so 
we  began  by  conducting  a  survey  of  Atlanta -area  lending 
institutions  to  learn  their  policies  and  practices.  We  eventually 
focused  our  investigation  on  Decatur  Federal  Savings  and  Loan 
because  of  its  size,  poor  record  of  loan  origination  in  black 
neighborhoods,  and  high  rejection  rate  of  black  applicants.  We 
ultimately  filed  a  lawsuit  on  September  17,  1992,  alleging  that 
Decatur  Federal  engaged  in  unlawful  discrimination  in  its  mortgage 
lending  program.  The  district  court  approved  a  consent  decree  the 
same  day  that  had  been  negotiated  by  our  lawyers  and  Decatur's 
representatives . 

I  want  to  emphasize  that  our  focus  is  on  Decatur  Federal 
because  that  is  the  only  case  that  has  reached  litigation.  Our 
initial  standards  for  targeting  could  have  captured  other  Atlanta- 
area  institutions,  and  we  believe  that  institutions  in  many  other 
cities  have  similar  characteristics.  We  focused  on  one  institution 
largely  because  of  the  complexity  of  the  task.  We  were  fortunate 
that  the  Decatur  officials  cooperated  fully  with  our  investigation 
and  expressed  a  sincere  desire  to  get  to  the  bottom  of  the  issue. 

I  also  note  that  the  Community  Reinvestment  Act,  12  U.S.C. 
2901   et   sea. .   provided   an   important   framework   for   our 
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investigation.  The  CRA  requires  institutions  to  help  meet  the 
credit  needs  of  the  entire  community  in  which  the  institution 
operates,  including  low-  and  moderate -income  neighborhoods.  If 
lending  institutions  fail  to  serve  all  communities  of  their  service 
area  and  their  failure  to  comply  is  correlated  with  the  race  of  the 
underserved  neighborhoods,  intentional  discrimination,  in  violation 
of  the  Fair  Housing  Act  and  the  Equal  Credit  Opportunity  Act,  can 
often  be  inferred.  The  CRA  thus  sets  lending  institutions  apart 
from  other  commercial  businesses.  I  understand  that  the 
Comptroller  and  other  agency  witnesses  will  further  address  the 
CRA. 

A.  The  History  of  Decatur  Federal's  Operation  Revealed  an  Intent  to 
Serve  the  White  Community  but  not  to  Serve  the  Black  Community. 

We  reviewed  the  practices  of  Decatur  Federal  Savings  and  Loan 
from  the  time  the  institution  opened  its  doors  in  1927  in  a  white 
neighborhood  in  the  Dekalb  County  portion  of  the  Atlanta  area.  Of 
course,  all  aspects  of  public  life  in  Georgia  were  segregated  at 
that  time  and  the  banking  industry  was  no  different.  But  even  with 
dramatic  changes  in  racial  attitudes  over  time,  this  institution 
continued  to  serve  primarily  the  white  community. 

For  example,  since  its  inception  Decatur  Federal  has  opened  43 
branch  offices,  and  it  placed  all  but  one  of  these  in  neighborhoods 
that  were  predominately  white  at  the  time.  The  lender  closed  the 
single  branch  that  it  did  open  in  a  predominately  black  area  after 
only  three  years  of  operation.  Other  comparably  sized  Atlanta 
banks  and  thrifts  had  many  more  branches  in  predominately  black 
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neighborhoods.  Of  course,  the  institution  claimed  that  it  had 
nondiscriminatory  reasons  for  each  decision,  but  an  analysis  over 
time  points  to  a  policy  of  serving  neighborhoods  on  the  basis  of 
race . 

We  found  further  evidence  of  discrimination  from  th*  manner  in 
which  the  institution  defined  its  CRA  service  territory  in  1979. 
The  lender  excluded  most  of  the  predominately  black  neighborhoods 
of  Atlanta  by  following  the  tracks  of  the  Seaboard  Coast  and 
Southern  Railways,  well  known  historical  boundaries  that  separate 
black  from  white  neighborhoods  in  the  South  Fulton  County  portion 
of  the  Atlanta  area.  As  a  result,  over  76  percent  of  the  black 
population  of  Fulton  County  at  that  time  was  excluded  from  the 
institution's  defined  service  area. 

Marketing  practices  provided  another  piece  of  the  evidence. 
Decatur  relies  heavily  on  its  force  of  account  executives  to 
develop  the  home  mortgage  loan  business,  and  these  persons  were 
given  wide  latitude  in  their  solicitation  activities.  Account 
executives  were  paid  on  a  commission  basis,  and  it  was  to  their 
advantage  to  target  high-priced  neighborhoods,  eschewing  builders 
and  agents,  such  as  members  of  the  identifiably  black  Empire  Real 
Estate  Board,  who  are  active  in  most  black  residential 
neighborhoods  of  the  Atlanta  area.  The  pattern  was  further 
reinforced  by  employing  few  blacks  as  account  executives,  or  in 
other  key  mortgage -lending  positions,  such  as  appraiser  or 
underwriter.  Advertising  was  concentrated  on  the  white  community. 
The  lender  never  advertised  on  black-oriented  radio  stations  and 
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rarely,  if  ever,  in  black-ovmed  newspapers.  We  learned  that  other 
lenders  utilized  the  black-oriented  media  to  market  their  products. 

In  sum,  the  totality  of  facts  regarding  the  institution's 
method  of  operation  over  a  period  of  65  years  supported  a 
conclusion  that  it  chose  to  serve  the  white  community  and  exclude 
the  black  community.  In  the  face  of  this  method  of  operation,  it 
is  understandable  why  only  6  percent  of  Decatur  Federal ' s  home 
mortgage  loan  applications  were  from  blacks,  even  though  the 
Atlanta  Metropolitan  Statistical  Area  is  26  percent  black;  and  it 
is  also  understandable  why  97  percent  of  Decatur's  loans  were  in 
majority  white  areas. 

B.  Black  Persons  Who  Sought  Mortaaae-Loan  Products  From  Decatur 
Federal  Were  not  Treated  Fairly. 

We  also  wanted  to  examine  the  treatment  afforded  to  black 
persons  who  did  apply  for  the  mortgage  loan  products  offered  by 
Decatur,  and  this  proved  to  be  the  most  complex,  and  time- 
consuming,  portion  of  our  investigation.  We  were  aware,  of  course, 
of  studies  of  lending  practices  in  other  major  cities.  And  the 
release  of  the  Home  Mortgage  Disclosure  Act  statistics  in  October 
of  1991  confirmed  that  the  issue  we  were  examining  was  not  limited 
to  the  Atlanta  area.  The  nationwide  HMDA  data  showed,  for  example, 
that  33.9  percent  of  black  applicants  for  conventional  mortgage 
financing  were  rejected;  the  comparable  figure  for  white  applicants 
was  14.4  percent.  Similar  rejection  rate  disparities  appeared  in 
the  HMDA  data  released  in  October  1992. 

We  were  aware  that  fair  housing  and  fair  lending  advocates  had 
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contended  for  many  years  that  discrimination  was  widespread  in  the 
lending  industry  and  that  the  banking  industry  had  staunchly 
defended  its  lending  record,  contending  that  the  higher  rejection 
rates  for  minority  applicants  could  be  explained  by  many  factors, 
such  as  differences  in  credit  histories,  assets,  wealth,  and  job 
history.  Decatur's  HMDA  statistics  showed  that  it  rejected 
approximately  41  percent  of  its  black  applicants  for  mortgage  loans 
but  only  15  percent  of  its  white  applicants.  Even  if  these 
statistics  did  not  confirm  a  fire,  the  smoke  raised  demanded  a 
thorough  investigation. 

We  thus  concluded  that,  in  order  to  address  the  issue 
properly,  we  needed  to  evaluate  each  factor  considered  in  the 
underwriting  process  and  determine  whether  the  factors  were  applied 
without  regard  to  race. 

We  interviewed  officials  of  the  institution  at  length  to 
determine  the  factors  they  considered  in  evaluating  an  application 
for  mortgage  financing.  We  copied  several  thousand  loan 
application  files  and  created  a  data  base  of  more  than  70 
variables,  such  as  credit  history,  income,  assets,  education,  job 
history,  loan  amount,  and  down  payment  amount.  Our  experts 
utilized  a  logit  multiple  regression  analysis  to  identify 
approximately  20  variables,  most  related  to  credit  issues,  that 
best  predicted  success  of  an  applicant.  Even  after  controlling  for 
all  factors  that  the  institution  (and  the  industry)  considered  to 
be  relevant,  however,  our  statistical  analysis  revealed  that  the 
race  of  the  applicant  was  a  significant  factor  in  determining 
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whether  or  not  Decatur  would  grant  a  loan. 

Moreover,  it  was  also  clear  that  the  effect  of  race  was 
substantial.  During  the  two-year  period  studied  initially,  Decatur 
Federal  rejected  47  black  applicants  for  fixed-rate  conventional 
loans.  By  our  analysis,  if  the  lender  had  evaluated  them  with  the 
same  standards  it  used  for  white  applicants,  12  of  these  applicants 
should  have  been  accepted.  In  addition,  Decatur  Federal  rejected 
25  black  applicants  for  adjustable-rate  conventional  loans,  of  whom 
more  than  naif  (13)  should  have  been  accepted  had  the  standard 
applied  to  white  applicants  been  employed. 

After  updating  our  analysis  for  more  recent  years,  we 
identified  a  total  of  48  black  applicants  that  we  determined  were 
victims  of  disparate  treatment  since  1988.  In  each  instance,  we 
observed  an  objective  reason  for  the  denial  of  financing,  but  we 
were  able  to  identify  through  the  statistical  study  white 
applicants  with  very  similar  deficiencies  who  were  approved  for 
financing.  As  we  compared  the  files  closely,  we  saw  that  Decatur 
personnel  at  many  different  levels  had  counseled  white  applicants 
about  their  deficiencies  and  reworked  their  applications  in  order 
to  make  them  qualify.  In  some  instances,  white  applicants  were 
encouraged  to  supply  explanations  for  poor  credit,  or  to  pay  off 
credit  card  and  installment  debt  to  meet  underwriting  guidelines. 
The  files  of  rejected  black  applicants  did  not  reveal  similar 
actions,  and,  when  interviewed,  many  victims  told  us  that  they  were 
unaware  of  the  opportunity  or  procedures  for  resolving  deficiencies 
in  their  applications.    Our  review  revealed  that  underwriters 
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sometimes  ignored  certain  debt  obligations  for  white  applicants  or 
counted  income  from  self -employment  without  the  documentation 
required  by  the  guidelines.   We  did  not  find  similarly  lenient 
treatment  of  black  applicants. 
C.  The  Remedy  in  the  Decatur  Federal  Lawsuit. 

As  noted  earlier,  much  to  their  credit,  the  officials  of 
Decatur  Federal  wanted  to  rid  their  institution  of  any  racial  bias, 
and  worked  with  us  over  a  several  month  period  to  address  each  of 
the  issues  that  we  raised.  The  resulting  consent  decree  is 
targeted  to  remedy  the  specific  problems  that  we  found  to  exist. 
The  decree  provided  one  million  dollars  in  damages  for  the  victims 
of  discrimination,  but,  even  more  importantly,  was  designed  to 
alter  the  method  of  operation  to  ensure  nondiscrimination  in  the 
future. 

The  institution  agreed  to  redraw  its  CRA  boundary  to  include 
the  previously  excluded  black  neighborhoods  of  Fulton  County.  It 
agreed  to  open  a  branch  or  a  regional  loan  office  in  the  black 
residential  area,  and,  in  future  branching  decisions,  to  pay 
particular  attention  to  the  service  of  low-  and  moderate -income 
areas.  Its  advertising  program  was  to  be  revamped  to  target  black 
residential  areas.  Decatur  agreed  to  alter  its  mortgage  loan 
marketing  program  to  target  real  estate  agents  and  builders  serving 
black  residential  areas,  and  to  alter  the  account  executive 
commission  pay  structure  to  provide  increased  incentives  to  market 
the  products  in  black  residential  areas. 

The  consent  decree  contains  specific  provisions  for  the 
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recruitment  of  black  applicants  for  job  openings,  with  particular 
emphasis  on  positions  such  as  account  executive,  underwriter,  loan 
counselor,  loan  processor,  appraiser,  assistant  branch  manager  and 
branch  manager. 

Decatur  Federal  proposed  to  adopt  a  program  of  testing  to  help 
ensure  that  potential  applicants  would  be  treated  without  regard  to 
race  when  they  visit  a  branch  of  the  institution,  and  that  program 
will  be  implemented  under  the  terms  of  the  consent  decree. 

We  also  attempted  to  remedy  the  subtle  discrimination  that  can 
occur  at  various  stages  of  the  loan-application  process.  We 
attempted  to  ensure  that  all  applicants  are  provided  the  assistance 
and  information  necessary  to  complete  an  application  without  regard 
to  race.  We  did  not  attempt  to  remove  the  flexibility  or 
discretion  from  the  underwriting  process,  but  did  mandate  that  such 
flexibility  and  discretion  be  exercised  without  regard  to  race. 
Loan  processors  and  underwriters  will  utilize  a  "check  sheet"  to 
help  ensure  that  they  solicit  all  information  necessary  for  a  fair 
evaluation  of  all  applications.  The  check  sheet  will  also  require 
that  black  as  well  as  white  applicants  be  told  of  the  opportunity 
to  offer  cui  explanation  for  deficiencies  in  their  applications;  and 
that  black  and  white  applicants  be  offered  the  same  assistance, 
which  we  discovered  to  be  so  important  in  obtaining  a  mortgage 
loan.  Each  rejection  will  be  reviewed  to  ensure  that  all 
procedures  were  proper  and  that  the  decision  was  nondiscriminatory. 
Appraisals  that  might  result  in  a  denial  of  financing  also  will  be 
reviewed  by  a  person  with  expertise  in  appraising  properties 
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located  in  black  residential  areas.  And  persons  who  ultimately  are 
denied  financing  will  be  afforded  an  opportunity  for  an  additional 
review  and  to  submit  additional  information. 

The  decree  represents  our  best  efforts  to  devise  an  effective 
remedial  program  to  redress  the  alleged  fair  lending  violations. 
We  intend  to  monitor  its  implementation  and  evaluate  its  success 
carefully. 
II.  ENFORCEMENT  ACTIVITIES  AFTER  DECATUR. 

The  Decatur  lawsuit  was  the  first  in-depth  analysis  of  a 
lending  institution  to  determine  whether  its  policies  were  racially 
discriminatory,  but  the  characteristics  of  Decatur  that  started  the 
investigation  are  not  measurably  different  from  many  other  lending 
institutions  in  the  country.  Within  a  month  of  our  filing  the 
Decatur  case,  the  Federal  Reserve  Bank  of  Boston  released  a  study 
of  131  banks  in  the  Boston  area  which  showed  that  the  higher 
rejection  rates  of  black  and  Hispanic  applicants  for  home  mortgages 
compared  to  white  applicants  could  not  be  fully  explained  by 
differences  in  the  qualifications  of  the  credit  applicants.  After 
controlling  for  those  differences,  black  and  Hispanic  home  mortgage 
applicants  were  still  56%  more  likely  to  be  denied  a  loan  than 
similarly  situated  white  applicants.  In  the  wake  of  the  Decatur 
cases  and  the  Boston  study,  we  believe  that  the  emphasis  should  be 
on  stepped  up  law  enforcement  rather  than  additional  academic 
arguments  regarding  the  meaning  of  the  HMDA  data. 

This  need  became  clear  to  us  as  our  Decatur  case  was  being 
completed,   and  in  November,   1991  we  met  with  the  finsmcial 
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regulatory  agencies  to  develop  an  enforcement  plan. 
Representatives  of  the  Federal  Reserve  Board,  the  Comptroller  of 
the  Currency,  the  Federal  Deposit  Insurance  Corporation,  and  the 
Office  of  Thrift  Supervision  attended  that  meeting,  as  did 
representatives  of  other  agencies  with  enforcement  responsibilities 
in  this  area,  including  the  National  Credit  Union  Association,  the 
Federal  Trade  Commission,  and  Department  of  Housing  and  Urban 
Development . 

Historically,  we  had  received  very  few  referrals  of  alleged 
mortgage  lending  discrimination  from  the  regulatory  agencies,  and 
our  experience  in  Atlanta  showed  that  such  discrimination  was 
difficult  to  detect.  At  the  November  meeting  and  during  a  series 
of  subsequent  meetings,  we  explained  in  detail  our  approach  to 
developing  a  pattern  or  practice  race  or  national  origin 
discrimination  lawsuit  against  a  large  mortgage  lender  like  Decatur 
Federal.  We  explained  that  the  traditional  type  of  investigation 
that  our  Division  has  conducted  for  many  years  in  other  civil 
rights  areas  --  the  review  of  all  components  of  an  institution's 
operation  over  an  extended  period  of  time  --  is  appropriate  for 
investigating  some  aspects  of  the  lending  industry.  This  is 
particularly  important  where  the  focus  is  the  lender's  efforts  to 
do  business  in  minority  neighborhoods,  as  evidenced  through  it's 
marketing,  branching,  and  advertising  practices.  We  also 
emphasized  that  the  questions  raised  by  the  HMDA  racial  disparities 
cannot  be  answered  by  examining  a  small  sampling  of  loan 
application  files  and  attempting  to  evaluate  disparate  treatment, 
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a  practice  that  had  been  prevalent  in  past  agency  fair  lending 
compliance  examinations.  Most  lenders  will  have  a  ready 
explanation  for  every  loan  they  make  and  reject.  A  statistical 
analysis  of  a  large  number  of  loan  files  is  often  the  only  way  to 
establish  whether  the  lender  has  engaged  in  a  pattern  or  practice 
of  disparate  treatment. 

This  is  not  to  suggest  that  a  statistical  analysis  is  required 
each  time  a  person  claims  to  be  a  victim  of  discriminatory  lending 
practices.  With  an  individual  victim  as  a  focus,  it  is  easier  to 
compare  the  individual's  treatment  with  published  standards  or  even 
to  examine  a  sampling  of  files  to  evaluate  disparate  treatment; 
such  methods  have  been  used  by  private  fair  housing  organizations 
for  many  years .  But  the  task  becomes  exceedingly  more  complex  when 
we  start  only  with  the  HMDA  statistics  and  attempt  to  evaluate 
pattern  or  practice  concerns. 

We  have  met  with  representatives  of  all  of  the  regulatory 
agencies  on  four  separate  occasions  (and  some  of  the  agencies  on 
many  more  occasions)  to  discuss  enforcement  options.  In  June  1992, 
we  considered  joint  investigations  of  lending  institutions  with  the 
regulatory  agencies.  Our  staff  could  profit  from  the  regulator's 
knowledge  of  the  industry,  and  they  could  profit  from  our 
experience  in  civil  rights  investigations.  While  that  method  of 
investigation  had  some  advantages,  the  Comptroller  wanted  his 
agency  to  fulfill  its  investigatory  responsibility  --  with  the 
understanding  that  all  patterns  or  practices  of  discriminatory 
conduct  discovered  would  be  referred  to  our  Department  for 
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appropriate  action.  To  assist  the  agencies  in  developing  new 
examination  standards,  we  have  shared  our  views  regarding  the 
investigatory  approach  necessary  to  document  patterns  or  practices 
of  unlawful  discrimination,  including  the  type  of  statistical 
analysis  of  loan  file  information  that  we  utilized  in  Decatur  as 
well  as  the  importance  of  probing  the  institution's  branching, 
marketing,  and  advertising  practices.  We  have  had  an  opportunity 
to  review  the  new  fair  lending  compliance  examination  procedures  of 
several  agencies  and  they  clearly  stress  the  need  for  more  thorough 
analysis  than  had  been  required  in  the  past.  The  quality  of  the 
expected  referrals  will  be  the  best  test  of  the  new  examination 
techniques,  and  the  Comptroller  has  expressed  a  willingness  to 
employ  additional  statistical  and  investigative  analysis  if  our 
initial  review  indicates  that  more  work  needs  to  be  done  to  support 
a  legal  challenge.  These  developments  are,  in  our  view,  quite 
positive . 

As  matters  now  stand,  the  Department  of  Justice  will  rely  on 
two  methods  to  develop  and  file  lawsuits  alleging  a  pattern  or 
practice  of  mortgage  lending  discrimination.  First,  we  will  pursue 
our  independent  authority  under  the  Fair  Housing  Act  and  the  Equal 
Credit  Opportunity  Act  to  initiate  pattern  or  practice  lending 
discrimination  investigations,  as  we  did  in  the  case  of  Decatur 
Federal.  We  have  recently  initiated  two  race  discrimination 
investigations  of  large  lenders  that,  like  Decatur,  operate  in 
metropolitan  areas  with  significant  minority  populations.  One  of 
these  investigations  is  well  underway  with  our  attorneys  and 
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support  staff  having  visited  the  institution  on  several  occasions 
to  examine  and  photocopy  records.  We  expect  to  visit  the  other 
institution  within  the  next  several  months.  We  also  have  underway 
several  preliminary  investigations  of  lenders  in  other  large 
metropolitan  areas.  Finally,  we  are  also  looking  into  several 
mortgage  lenders  that  operate  in  rural  areas  with  significant 
minority  populations. 

The  second  method  for  developing  new  cases  is  through 
referrals  from  the  regulatory  agencies.  Late  last  year  we  received 
a  referral  arising  from  the  Federal  Reserve  study  of  lending 
practices  in  Boston.  That  investigation  is  ongoing.  The  OCC  has 
been  particularly  aggressive.  We  recently  received  a  pattern  or 
practice  race  discrimination  referral  from  the  OCC  that  appears  to 
have  been  well  investigated  and  which  is  currently  under  review. 
We  also  received  three  referrals  involving  age  and  sex 
discrimination  from  the  OCC.  All  three  had  been  well  investigated. 
We  concluded  that  they  could  best  be  handled  administratively. 

I  should  note  that  we  received  referrals  from  the  FDIC  of 
three  relatively  small  banks  and  a  referral  of  another  small  bank 
from  the  OTS  that  they  suggested  may  have  engaged  in  discriminatory 
practices  on  the  basis  of  race  or  national  origin.  We  returned 
those  cases  to  the  agency  for  further  review  after  finding 
insufficient  evidence  to  warrant  the  commencement  of  a  pattern  or 
practice  investigation  by  our  Department.  We  have  been  informed  by 
the  OTS  that  the  bank  that  is  the  subject  of  that  referral  is  about 
to  go  out  of  business.  We  have  not  yet  received  other  referrals  of 
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pattern  or  practice  race  or  national  origin  discrimination  cases 
from  the  regulators,  but  expect  that  more  will  be  forthcoming  in 
the  near  future. 

The  number  of  pattern  or  practice  suits  we  file  will  depend  on 
a  variety  of  factors,  including  the  number  and  quality  of  referrals 
we  receive  from  the  regulatory  agencies  and  the  cooperation  of 
lenders  in  providing  us  with  full  access  to  necessary  records  and 
files.  Most  of  the  lenders  we  are  investigating  have  been 
cooperative  in  providing  us  with  access  to  such  information. 
Without  that  cooperation,  we  would  have  to  request  the  assistance 
of  the  bank  regulatory  agencies  to  obtain  records  necessary  to 
determine  the  presence  of  a  pattern  of  discrimination. 

Investigations  that  do  not  require  complex  statistical 
analysis,  such  as  investigations  of  institutions  serving  black  or 
Hispanic  populated  areas  but  receiving  few  applications  from 
persons  in  those  groups  will  be  much  less  costly.  Investigative 
techniques  such  as  testing  can  be  used  at  the  intake  screening 
stage.  Also,  investigations  requiring  statistical  analysis  might 
be  more  cost  effective  if  preceded  by  a  preliminary  statistical 
review  of  loan  files  to  determine  whether  the  full-scale  analysis 
is  appropriate.  But  in  those  instances  where  the  full-scale 
analysis  is  necessary  to  determine  whether  the  institution  is 
operating  in  a  discriminatory  manner,  the  required  analysis  will  be 
expensive.  We  are  unaware  of  any  shortcuts.  We  will,  therefore, 
focus  our  resources  on  bringing  lending  discrimination  lawsuits 
that  are  likely  to  have  the  greatest  impact  in  the  industry.   The 
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Decatur  case  has  had  a  resounding  effect.  Many  lenders  have 
adopted  voluntarily  some  of  the  remedies  contained  in  the  Decatur 
decree. 

In  closing,  let  me  say  that  we  will  continue  to  devote 
significant  resources  to  this  important  civil  rights  issue.  We  are 
deeply  committed  to  purging  considerations  of  race  from  lending 
practices.  This  effort  will  be  difficult  and  the  battle  cannot  be 
won  without  the  cooperation  of  all  of  the  agencies  that  regulate 
this  area.  We  are  eager  to  work  with  the  regulatory  agencies  and 
HUD  to  implement  a  concerted  litigation  effort. 
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INTRODUCTION 

I 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  welcome  the  opportunity  to  appear 

before  you  today  to  discuss  President  Clinton's  Community  Reinvestment  Act  (CRA)  reform 
initiatives  and  fair  lending.  The  Administration  is  committed  to  ensuring  that  the  benefits  of 
a  safe  and  sound  banking  system  extend  to  all  segments  of  society.  Meaningful  CRA  reform 
and  vigorous  enforcement  of  banks'  compliance  with  fair  lending  statutes  are  critical  to 
meeting  that  commitment. 

As  I  have  noted  on  numerous  occasions  since  I  became  Comptroller,  ridding  the 
banking  system  of  discrimination  is  one  of  my  highest  priorities.  Banks  play  a  unique  role  in 
the  development  and  prosperity  of  a  community.  In  addition  to  providing  credit  and  other  vital 
financial  services,  banks  serve  as  poles  of  economic  development.  I  firmly  believe  that  greater 
access  to  banking  services  is  one  of  the  keys  to  rehabilitating  economically  disadvantaged 
comjDunities. 

There  are  no  two  people  I  would  rather  have  as  allies  in  this  effort  than  Henry  Cisneros 
and  Janet  Reno.  Through  their  words  and  actions,  they  have  left  no  doubt  of  their  resolve. 
I  look  forward  to  continued  close  and  productive  cooperation  among  the  Office  of  the 
Comptroller  of  the  Currency  and  the  Departments  of  Housing  and  Urban  Development  and 
Justice.    To  succeed,  we  much  fight  discrimination  as  a  team.    We  all  have  the  same  goal. 

In  my  statement  today,  I  will  first  describe  where  we  currently  stand  in  our  effort  to 
meet  President  Clinton's  challenge  to  the  federal  banking  regulators  to  make  fundamental 
changes  in  the  way  we  administer  the  CRA.  I  will  then  describe  other  efforts  that  we  are 
undertaking  at  the  OCC  to  ensure  that  national  banks  provide  credit  on  a  nondiscriminatory 
basis. 
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CRA  REFORM 

Understanding  the  President's  Challenge 

The  President  has  challenged  the  OCC  and  the  other  federal  banking  regulators  to  make 
fundamental  changes  in  the  way  we  administer  the  CRA.  He  has  asked  the  agencies  to 
develop  clearer  and  more  objective  standards  for  CRA  performance,  to  eliminate  unnecessary 
documentation  requirements,  and  to  improve  consistency  in  CRA  examinations  and 
enforcement. 

Meeting  the  challenge  set  by  the  President  will  not  be  easy.  The  CRA  has  been  a  focus 
of  controversy  throughout  the  fifteen  years  of  its  existence.  From  the  beginning,  bankers  have 
complained  about  the  high  cost  of  complying  with  CRA  regulations,  while  community  groups 
have  complained  that  CRA  ratings  do  not  reflect  actual  performance  in  helping  to  meet  the 
community's  needs.  Finding  practical  solutions  that  address  these  concerns  has  proven  to  be 
difficult  in  the  past. 

Despite  those  difficulties,  I  am  confident  that  we  will  be  able  to  make  improvements 
in  how  we  administer  the  CRA.  But  I  must  underscore  that  our  efforts  will  not  produce  a 
panacea.  Reform  of  CRA  regulations  and  examination  procedures  cannot  solve  all  the 
problems  of  distressed  rural  and  urban  communities,  nor  answer  all  the  complaints  of  bankers 
about  regulatory  burden.  Nevertheless,  we  are  committed  to  using  this  opportunity  to  improve 
the  administration  of  the  CRA. 

For  many  years,  national  banks  have  been  expected  to  serve  the  convenience  and  needs 
of  their  communities.  In  many  respects,  the  Community  Reinvestment  Act,  enacted  in  1977, 
is  an  extension  and  clarification  of  this  long-standing  expectation.  The  Act— and  the 
regulations  issued  under  the  Act— require  federal  regulators  to  assess  the  record  of  each  bank 
and  thrift  in  helping  to  meet  the  credit  needs  of  all  portions  of  its  community,  including  low- 
and  moderate-income  neighborhoods,  and  to  take  that  record  into  account  when  considering 
corporate  applications  for  charters  or  for  approval  of  mergers,  acquisitions,  branch  openings, 
or  office  relocations. 

The  CRA  provides  a  framework  in  which  depository  institutions  and  conununity  groups 
can  work  together  to  ensure  that  credit  and  other  banking  services  are  available  to  underserved 
communities.  Under  the  impetus  of  the  CRA,  many  banks  and  thrifts  have  opened  new 
branches,  provided  expanded  services,  and  made  substantial  commitments  to  state  and  local 
governments  or  community  groups  to  increase  leiKling  to  all  segments  of  society. 

However,  the  current  CRA  process  often  lacks  credibility  with  the  banking  industry  and 
the  conununities  that  the  Act  is  intended  to  benefit.  While  the  vast  majority  of  banks  receive 
satisfactory  CRA  ratings,  community  groups  complain  that  many  communities  remain 
underserved  because  the  CRA  evaluation  process  does  not  focus  enough  on  actual  lending, 
investments,  and  services  provided.    At  the  same  time,  bankers  complain  that  the  current 
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implementation  of  the  CRA  results  in  excessive  burden  relative  to  the  benefits  that  the  system 
produces.  I  have  looked  at  individual  bank  CRA  evaluations  and  find  that  both  bankers  and 
community  groups  have  some  foundation  for  their  complaints. 

One  of  the  principal  goals  of  the  President's  reform  initiative  is  to  achieve  a  CRA 
rating  system  that  commands  respect  from  all  parties.  The  President  established  several  broad 
principles  that  will  guide  the  agencies'  reform  efforts.  He  called  for  CRA  assessment 
standards  that  are  based  more  on  measurable  performance;  less  burdensome  CRA  examinations 
that  are  more  consistent  and  even-handed;  better  public  access  to  information  on  CRA 
evaluations;  and  tougher  actions  against  institutions  with  persistently  poor  CRA  performance. 

Public  Participation 

In  your  invitation  letter,  Mr.  Chairman,  you  asked  what  the  OCC  has  done  to  prepare 
to  implement  the  President's  initiative.  We  have  prepared  by  gathering  information  on  local 
credit  needs  from  the  residents  of  distressed  communities  and  from  the  bankers  who  serve 
them.  I  have  personally  devoted  much  of  my  time  over  the  past  few  months  to  investigating 
these  problems  firsthand,  in  public  hearings  and  in  visits  to  inner-city  neighborhoods. 

I  consider  these  outreach  efforts  to  be  the  key  to  improving  CRA  administration.  One 
of  the  hallmarks  of  our  democratic  society  is  public  participation  in  determining  the 
government  policies  that  affect  our  lives.  Many  citizens  believe  that  the  CRA  and  fair  lending 
statutes  have  not  provided  to  them  the  kind  of  access  to  credit  and  other  banking  services  that 
many  in  our  society  take  for  granted.  We  cannot  hope  to  solve  these  problems  until  we 
understand  how  they  affect  individuals  in  the  community. 

To  that  end,  the  OCC,  in  conjunction  with  the  other  federal  bank  regulatory  agencies, 
held  a  series  of  public  hearings  across  the  country.  We  sought  participation  of  consumer  and 
other  community  groups,  banks,  and  other  public  and  private  groups  representing  people  in 
all  circumstances. 

At  the  hearings,  we  asked  for  the  views  of  witnesses  on  the  following  questions: 

o  How  can  CRA  regulations  be  improved  to  provide  increased  clarity,  objectivity  and 
performance? 

o  Which  of  the  present  CRA  assessment  factors,  if  any,  have  forced  banks  to  maintain 
unnecessary  and  unproductive  documentation?  How  should  the  regulators  revise  these 
factors? 

o  What  objective  factors  can  the  regulators  incorporate  into  the  new  CRA  standards  to 
focus  community  reinvestment  activities  on  lending  to  low-  and  moderate-income 
individuals  and  neighborhoods,  small  businesses,  and  small  farms;  investments  in  low- 
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and  moderate-income  neighborhoods;  and  provision  of  banking  services  to  residents  of 
low-  and  moderate-income  neighborhoods? 

o  In  developing  new  CRA  performance  standards,  should  differences  among  banks  and 
thrifts  (e.g.,  location,  corporate  structure,  product  lines)  be  taken  into  account?  If  so, 
how  should  these  situations  be  incorporated  into  new  standards? 

General  Summary  of  Witnesses'  Statements  from  CRA  Hearings 

OCC  staff  is  presently  in  the  process  of  reviewing  testimony  and  submissions  from 
more  than  250  witnesses  who  testified  at  the  public  hearings.  The  preliminary  results  of  our 
review  indicate  that: 

o  There  was  a  widely  felt  need  to  base  CRA  evaluations  more  on  performance,  but  most 
witnesses  rejected  a  formulaic  approach  that  relied  on  quotas  or  credit  allocation. 

o  Many  witnesses  recognized  that  other  fmancial  intermediaries,  such  as  insurance 
companies  and  mortgage  companies,  reap  financial  benefit  from  operations  in  various 
communities  but  do  not  bear  any  of  the  responsibility  for  community  reinvestment. 
The  witnesses  recommended  that  CRA  apply  to  these  nonbank  financial  institutions. 

o  A  number  of  witnesses  representing  both  bankers  and  community  organizations  stressed 
the  need  to  differentiate  between  small  and  large  banks.  A  few  witnesses  articulated 
a  similar  need  to  differentiate  between  urban  and  rural  banks,  giving  as  an  example  the 
burden  of  geocoding  for  small  banks  that  serve  a  single  zip  code  or  census  tract. 

o  Many  witnesses  pointed  out  the  benefits  of  requiring  HMDA-like  data  disclosures  for 
small  business  loans. 

o         Many  witnesses  urged  regulators  not  to  adopt  a  "safe  harbor"  provision. 

o  A  number  of  witnesses  mentioned  the  desirability  of  giving  CRA  credit  for  lending 
outside  the  current,  narrowly  defined  community. 

o  Many  witnesses  stressed  the  need  for  more  targeted  examiner  training,  with  a  large 
number  testifying  on  the  need  for  such  training  for  lenders  and  community-based 
organizations  as  well.  Many  of  these  witnesses  suggested  that  lenders  need  to  establish 
contact  and  relationships  with  the  communities  they  serve.  They  also  suggested  that 
examiners  needed  to  make  independent  findings  regarding  community  credit  needs. 

o  Many  witnesses  articulated  the  need  for  more  diversity  in  the  staffs  and  boards  of 
financial  institutions. 
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o  Some  witnesses  mentioned  the  use  of  strategic  plans,  to  be  jointly  developed  by  the 
lenders  and  the  community.  Some  witnesses  noted  that  strategic  plans  could  be  tied  to 
target  areas  such  as  enterprise,  community  development,  empowerment  or 
redevelopment  zones. 

Proceeding  with  CRA  Reform 

The  federal  bank  regulatory  agencies  are  now  in  the  process  of  evaluating  the  testimony 
that  was  presented  at  the  public  hearings,  and  translating  them  into  specific  reforms.  We  hope 
to  meet  the  President's  goal  of  publishing  revised  CRA  regulations  by  the  end  of  the  year. 

In  your  invitation  letter,  Mr.  Chairman,  you  asked  whether  the  President's  CRA 
initiative  will  be  implemented  by  uniform  interagency  regulations.  I  fully  expect  that  it  will 
be.  The  types  of  problems  that  bankers  and  community  groups  have  identified  with  CRA 
administration  are  the  same  for  each  of  the  regulatory  agencies.  We  conducted  the  public 
hearings  jointly,  and  wi  expect  to  develop  a  single  interagency  policy. 

I  cannot  tell  the  Subcommittee  which  of  the  recommendations  that  we  heard  in  the 
public  hearings  we  will  adopt.  That  will  be  decided  in  the  course  of  the  interagency 
rulemaking  process,  which  is  just  beginning.  The  general  goals,  however,  are  clear:  to  base 
CRA  ratings  to  a  greater  extent  on  the  degree  to  which  institutions  actually  provide  credit  and 
other  banking  services  to  the  communities  in  which  they  do  business,  and  to  reduce  compliance 
costs. 

Performance-Based  CRA  Standards 

I  believe  that  the  most  important  step  that  regulators  can  take  to  improve  CRA 
implementation  is  to  base  CRA  evaluations  less  on  process  and  more  on  an  institution's  actual 
record  in  helping  to  meet  the  credit  needs  of  its  community.  CRA  evaluations  should  place 
less  emphasis  on  the  number  of  meetings  that  a  bank  has  held  with  conmiunity  and  civic 
organizations  and  the  number  of  advertisements  it  has  run  in  local  newspapers  and  aired  on 
local  radio  and  television,  and  more  emphasis  on  the  number  of  loans  and  other  investments 
that  the  bank  has  made  to  low-  and  moderate-income  households  or  individuals,  community- 
development  organizations,  small  and  minority  businesses,  and  small  farms.  Everyone  should 
benefit  from  this  change  in  emphasis.  Low-  and  moderate-income  communities  should  gain 
from  increased  community  lending  and  investment,  and  improved  access  to  banking  facilities 
and  services.  Banks  and  thrifts  should  benefit  from  clearer,  more  objective  CRA  standards 
which  reduce  regulatory  uncertainty  and  compliance  costs,  and  from  the  profits  that  these 
activities  will  generate. 

We  must  recognize  that  the  regulators'  evaluations  of  CRA  performance  cannot  be 
based  entirely  on  fixed  numerical  performance  standards.  The  CRA  performance  standards 
must  allow  examiners  to  recognize  the  particular  circumstances  of  each  community  and  each 
financial  institution.  But  between  a  rigid  system  of  numerical  targets  and  the  system  we  have 
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today,  there  is  considerable  room  for  improvement.  Accordingly,  the  OCC  is  working  with 
the  other  federal  banking  agencies,  bankers,  and  community  and  other  groups  to  develop  CRA 
guidelines  that  use  both  quantifiable  and  judgmental  factors  to  evaluate  an  institution's 
performance  in  helping  to  meet  the  needs  of  its  community. 

The  President  mentioned  three  broad  categories  of  performance  that  revised  CRA 
guidelines  might  include:  lendir^to  low-  and  moderate-income  individuals  and  neighborhoods, 
small  businesses,  and  small  farms;  investing  in  the  local  community,  with  a  particular  focus 
on  low-  and  moderate-income  neighborhoods;  and  providing  banldr^  services  to  residents  of 
low-  and  moderate-income  neighborhoods.  I  will  discuss  each  of  those  categories  briefly.  I 
wish  to  make  clear,  however,  that  my  remarks  are  preliminary.  I  can  speak  only  about  goals 
and  not  about  specific  solutions. 

Lending.  In  the  CRA,  Congress  found  that  banks  and  thrifts  have  a  continuing  and 
affirmative  obligation  to  help  meet  the  credit  needs  of  their  local  communities.  Banks 
and  thrifts  should  meet  this  obligation  through  community-based  lending,  such  as 
residential  mortgage  loans,  home  improvement  loans,  consumer  loans,  loans  to  small 
and  minority  businesses  and  farms,  as  well  as  loans  to  nontraditional  organizations  that 
enhance  the  quality  of  life  in  the  community,  such  as  nonprofit  neighborhood 
development  corporations  and  other  nonprofit  entities  that  provide  needed  services. 

Investment.  Investing  in  community-development  corporations  and  projects,  or 
purchasing  bonds  issued  by  local  governments,  can  be  another  way  of  helping  to  meet 
the  community's  needs.  However,  making  such  investments  will  not  in  most  cases 
relieve  a  bank  of  its  other  CRA  responsibilities. 

Banking  services.  The  third  area  that  the  President  highlighted  is  the  need  to  expand 
the  availability  of  bank  services.  An  institution  must  be  accessible  to  low-  and 
moderate-income  people  in  order  to  help  meet  the  credit  needs  of  its  entire  community. 
At  our  public  hearings,  community  groups  stressed  the  importance  of  full-service 
branches  in  low-  and  moderate-income  urban  neighborhoods,  poor  rural  areas,  Indian 
reservations,  and  other  areas  that  traditionally  have  been  underserved. 

As  we  develop  new  CRA  standards,  we  must  recognize  the  diversity  of  the  communities 
that  banks  serve  as  well  as  the  institutional  diversity  that  characterizes  the  banking  and  thrift 
industries.  Such  diversity  argues  against  government  specifying  in  great  detail  all  the  methods 
banks  and  thrifts  should  use  to  identify  the  communities  that  they  serve  or  the  ways  institutions 
choose  to  serve  those  communities. 

How  any  particular  institution  meets  its  CRA  obligations  will  depend  on  a  variety  of 
factors  including  its  overall  business  strategy,  size,  financial  resources,  corporate  structure, 
location,  and  the  needs  of  the  community  in  which  it  operates.  For  example,  at  the  public 
hearings,  representatives  of  community  banks  around  the  country  emphasized,  and  the  OCC 
agrees,  that  smaller  conmiunity  banks  do  not  have  the  resources  to  undertake  large. 


122 


sophisticated  efforts  comparable  to  those  utilized  by  a  few  large  banks  to  demonstrate 
satisfactory  CRA  performance.  Nonetheless,  each  community  bank  has  the  same  obligation 
as  larger  institutions  to  identify  and  serve  its  entire  community,  including  low-  and  moderate- 
income  urban  areas  and  distressed  rural  areas. 

In  your  letter  of  invitation,  Mr.  Chairman,  you  also  requested  my  views  on  whether 
statutory  language  and  the  history  of  CRA  permit  the  regulatory  reforms  proposed  by  President 
Clinton.  The  answer  is  clearly  yes.  The  President's  initiative  is  intended  to  improve 
efficiency  and  effectiveness  by  refocussing  the  processes  involved  in  CRA  compliance  and 
enforcement.  The  OCC  believes  that  the  reforms  to  CRA  compliance  and  enforcement  being 
considered  by  the  OCC  and  the  other  regulatory  agencies  are  intended  to  better  implement 
existing  law.  Under  the  CRA,  the  regulatory  agencies  are  required  to  consider  banks'  CRA 
performance  when  considering  corporate  applications.  However,  as  it  stands,  the  Act  does  not 
prescribe  specific  actions  that  banks  must  take  to  comply  with  CRA  or  the  means  employed 
by  the  regulatory  agencies  in  CRA  enforcement.  The  specific  reforms  we  will  propose  should 
represent  a  more  efficiAt,  less  burdensome  approach  to  CRA  examination  and  enforcement. 

OTHER  REFORM  INITIATIVES  BY  THE  OCC 

In  addition  to  participating  in  the  interagency  effort  to  revise  the  CRA,  the  OCC  is  also 
initiating  several  other  efforts.  We  are  reviewing  our  compliance  examination  procedures, 
which  include  fair  lending  evaluations;  and  we  are  improving  examiner  training.  We  will 
initiate  a  testing  program  to  help  detect  discrimination  in  mortgage  lending,  and  we  are 
engaged  in  several  joint  efforts  with  the  Department  of  Housing  and  Urban  Development 
(HUD),  the  Department  of  Justice  (DOJ),  and  the  other  banking  agencies  to  combat 
discrimination  in  lending. 

New  OCC  Fair  Lending  Examination  Procedures 

The  OCC's  compliance  examination  has  a  central  role  in  evaluating  the  success  of 
individual  banks  in  meeting  the  objectives  of  fair  lending  statutes.  For  the  OCC,  developing, 
testing,  and  revising  examination  procedures  is  a  continuing  process,  both  for  safety  and 
soundness  examinations,  which  were  first  performed  during  the  Civil  War,  and  for  fair  lending 
compliance  examinations,  a  more  recent  activity. 

The  OCC  will  do  all  it  can,  on  its  own  and  in  conjunction  with  other  federal  regulatory 
and  enforcement  agencies,  to  ensure  that  all  individuals  have  a  fair  and  equal  opportunity  to 
gain  access  to  credit  and  other  financial  services  offered  by  national  banks.  We  will  use  the 
full  range  of  our  supervisory  tools,  including  enforcement  actions  when  necessary,  to  ensure 
the  highest  possible  levels  of  compliance  with  fair  lending  laws.  When  appropriate,  we  will 
also  make  referrals  to  and  work  with  other  enforcement  agencies.  Credit  and  other  banking 
decisions  simply  caimot  be  made  on  the  basis  of  a  person's  skin  color,  ethnicity,  religion, 
gender,  age,  marital  or  familial  status,  or  disability. 
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Findings  of  apparent  discrimination  by  the  OCC  and  the  other  federal  financial 
institution  regulatory  agencies  have,  in  the  past,  been  rare.  Formerly,  we  examined  loan  files 
one-by-one,  looking  for  violations  of  law.  Those  procedures  were  predicated  on  the  premise 
that  discrimination  consisted  of  well-qualified  minority  applicants  being  denied  loans. 

In  such  circumstances,  careful  review  of  a  denied  applicant's  loan  file  might  reveal 
certain  technical  and  procedural  violations  of  the  fair  lending  laws,  such  as  improper 
requirements  for  spousal  signatures  and  inadequate  notification  of  the  reasons  for  denying  a 
mortgage  loan  application,  but  because  we  did  not  systematically  compare  loan  files  with  one 
another,  that  process  was  not  likely  to  detect  differences  in  the  amount  of  accommodation  and 
assistance  that  a  lender  provided  to  applicants.  In  many  cases,  such  assistance— requesting 
explanations  of  derogatory  credit  information,  suggesting  ways  to  improve  an  applicant's 
reported  income  or  reduce  the  applicant's  outstanding  debt,  or  offering  an  applicant  loan 
options  that  might  improve  his/her  ability  to  meet  underwriting  standards — can  mean  the 
difference  between  denitl  and  acceptance. 

It  is  our  belief  that  discrimination,  where  it  occurs,  often  affects  applicants  with  some 
blemishes— relatively  little  time  in  a  current  job,  past  instances  of  late  payment  on  certain 
obligations,  high  ratios  of  debt  to  income  or  housing  expense  to  income— as  part  of  their 
application  files.  In  such  circumstances,  there  is  normally  a  basis  for  denial  in  the  individual 
loan  file. 

The  critical  question  is  whether  the  noted  reasons  for  denial  truly  are  disqualifying,  or 
whether  they  reflect  discrimination.  The  answer  to  that  question  often  requires  a  comparative 
review  of  denied  target-group  applications  with  approved  applications  from  a  control  group 
to  determine  whether  the  lender  used  the  same  underwriting  standards  and  offered  the  same 
degree  of  accommodation,  assistance,  and  flexibility  to  all  applicants,  regardless  of  race, 
ethnicity,  religion,   gender,  age,  marital  or  familial  status,  or  disability. 

To  improve  the  OCC's  ability  to  detect  apparent  discrimination,  we  have  revised  our 
procedures  for  conducting  fair  lending  compliance  examinations.  In  1992,  the  OCC  developed 
new  procedures  for  examining  residential  mortgage  lending  by  national  banks,  and  conducted 
a  field  test  of  the  new  guidelines.  In  March  1993,  the  OCC  issued  new  "interim"  guidelines 
governing  the  examination  of  residential  mortgage  lending  by  national  banks.  We  have 
implemented  these  "interim"  guidelines,  and  examiners  in  all  sections  of  the  country  are 
currently  using  them.  We  believe  that  the  experience  of  both  bankers  and  examiners  with 
these  guidelines  will  enable  the  OCC  to  refine  and  improve  them. 

The  new  fair  lending  compliance  examination  procedures  include  a  thorough  review  of 
mortgage  applications  by  minorities  for  evidence  of  disparate  treatment.  Under  these 
procedures,  OCC  examiners  compare  banks'  actions  on  a  randomly  selected  sample  of 
applications  by  members  of  a  minority  group  with  the  banks'  actions  on  a  randomly  selected 
sample  of  the  majority  population.  The  OCC  has  also  undertaken  a  major  study  utilizing 
HMDA  reports  to  analyze  whether  there  are  patterns  of  unfair  residential  mortgage  lending 
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that  are  not  evident  from  a  review  of  a  sample  of  applications.  We  have  also  stepped  up  our 
efforts  to  ensure  that  the  banks'  HMDA  reports  accurately  reflect  banks'  actual  lending 
behavior. 

Under  our  new  fair  lending  examination  procedures,  an  examiner  will  reach  a 
preliminary  conclusion  whether  there  is  a  reason  to  believe  a  lender  has  illegally  discriminated 
in  lending.  That  preliminary  conclusion  could  be  based  on  the  institution's  own  policies  or 
pronouncements,  documents  from  loan  files,  or  statistically  valid  analyses  of  the  institution's 
lending.  To  ensure  consistent  application  of  the  "reason-to-believe"  standard,  an  examiner's 
preliminary  conclusions  may  be  reviewed  by,  among  others,  one  of  the  OCC's  fair  lending 
specialists.  If  that  internal  OCC  review  affirms  the  examiner's  judgment  that  there  is  a  reason 
to  believe  illegal  discrimination  occurred-because  of  overtly  discriminatory  policies  producing 
a  disproportionately  adverse  effect,  or  disparate  treatment  of  an  applicant~we  will  notify  HUD 
or  DOJ,   as  appropriate. 

Our  initiatives  fcfcus  on  residential  lending  because  those  are  the  only  loans  for  which 
banks  are  permitted  to  collect  information  about  the  race,  national  origin,  and  gender  of  the 
applicant.  However,  I  am  also  concerned  about  the  possibility  of  discrimination  because  of 
race,  ethnicity  or  gender  in  business,  particularly  small  business  and  general  consumer  loans. 
I  have  directed  my  staff  to  explore  whether  collecting  that  information  should  be  authorized. 

lesiing 

Our  revised  fair  lending  examination  procedures,  even  when  implemented  by  highly 
skilled,  well-trained  examiners,  will  not  enable  the  OCC  to  discover  how  someone  seeking 
credit  was  treated  prior  to  submitting  an  application.  To  address  that  problem,  the  OCC  has 
decided  to  use  minority  and  nonminority  testers.  Our  objective  is  to  determine  whether  banks 
are  discouraging  applications  from  members  of  minority  groups  or  women  before  they  reach 
the  stage  of  filing  an  application.  We  expect  to  initiate  testing  early  in  1994.  If,  as  a  result 
of  our  testing  efforts,  we  reach  a  reason  to  believe  that  an  institution  is  discriminating  illegally 
in  lending,  we  will  make  a  referral  to  DOJ  or  HUD,  as  appropriate. 

Joint  Efforts  with  HUD 

The  banking  agencies  and  the  Department  of  Housing  and  Urban  Development  have 
implemented  a  memorandum  of  understanding  to  govern  the  processing  of  consumer 
complaints  alleging  violations  of  the  Fair  Housing  Act.  The  memorandum  covers  complaints 
alleging  discrimination  in  residential  lending  on  the  basis  of  race,  color,  national  origin, 
religion,  sex,  familial  status,  and  handicap. 

The  OCC  and  HUD  have  formed  an  interagency  working  group  to  strengthen  our 
efforts  to  counter  discrimination  in  mortgage  lending.  Through  that  working  group,  HUD  has 
shared  with  the  OCC  its  testing  methods  learned  from  its  experience  with  private  fair  housing 
groups  and  local  fair  housing  agencies.    We  are  also  working  with  HUD  (and  the  other 
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banking  agencies)  to  develop  a  policy  statement  on  lending  discrimination.  That  statement  will 
be  used  to  guide  banks,  courts,  attorneys,  fair  housing  groups,  and  others  on  what  constitutes 
discrimination  in  mortgage  lending.  The  policy  statement  could  also  be  used  to  assist  the 
efforts  of  fair  housing  groups,  and  will  serve  as  a  foundation  for  rulemaking  on  discrimination 
issues. 

Joint  Efforts  with  DQJ 

The  OCC  and  other  federal  banking  agencies  share  responsibility  for  fair  lending 
enforcement  with  the  Department  of  Justice.  The  Equal  Credit  Opportunity  Act  specifically 
provides  that  the  federal  banking  agencies  shall  enforce  compliance  with  the  Act.  The  OCC's 
enforcement  authority  includes  the  authority  to  seek  cease  and  desist  orders  and  to  assess  civil 
money  penalties  where  appropriate.  This  authority  is  in  addition  to  the  Justice  Department's 
authority  to  file  civil  actions. 

« 

The  OCC  has  cooperated  with  the  Justice  Department  to  ensure  compliance  with  fair 

lending  laws.  The  Equal  Credit  Opportunity  Act  requires  mandatory  referrals  to  the  Justice 
Department  whenever  a  federal  banking  agency  finds  a  pattern  or  practice  of  discrimination. 
The  OCC  has  referred  several  discrimination  cases  to  the  Department  of  Justice  under  its  new 
fair  lending  policy,  including  one  case  of  racial  discrimination.  The  OCC  is  cooperating  fully 
with  the  Justice  Department  on  all  referrals.  The  OCC  has  also  shared  information  with  the 
Justice  Department  in  other  cases  of  suspected  discrimination,  to  the  extent  permitted  by  the 
Right  to  Privacy  Act. 

Specialized  Compliance  Examination  Force 

The  OCC  recognizes  that  special  skills  and  procedures  are  required  in  its  examination 
for  compliance  with  statutes  and  regulations  pertaining  to  equal,  nondiscriminatory  access  to 
financial  services.  Accordingly,  for  many  years,  the  OCC  has  provided  its  examination 
personnel  with  specific  training  for  compliance  examination. 

At  the  public  hearings  I  mentioned  earlier  in  my  statement,  community  groups  and 
bankers  alike  emphasized  the  need  for  better  trained  examiners.  They  also  confirmed  that  the 
OCC  should  have  a  specialized  corps  of  examiners  devoted  to  compliance  programs  such  as 
CRA.  Bankers  complained  that  they  were  not  given  CRA  consideration  for  qualifying 
activities,  because  these  activities  were  not  "on  the  list"  of  activities  familiar  to  a  particular 
examiner.  Community  groups  cited  bankers'  fears  of  not  receiving  CRA  consideration  for 
financing  nontraditional  community  projects,  or  for  providing  other  services  to  the  community 
that  might  not  produce  the  same  immediate  results  as  making  loans. 

The  OCC  has  now  adopted  an  expanded  training  and  career  development  program  for 
examiners  wishing  to  specialize  in  compliance  work.  Examiners  choosing  to  specialize  in 
compliance  examination  will  receive  more  extensive  training  in  the  techniques  and  skills  used 
in  compliance  examinations.  These  examiners  will  have  similar  opportunities  for  advancement 
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in  their  specialization  as  those  following  the  traditional  commercial  examination  career  path. 
Under  the  OCC's  compliance  examination  program,  some  compliance  examination  specialists 
would  be  limited  to  that  career  path,  but  most  would  be  able  to  move  between  compliance  and 
safety  and  soundness— or  commercial— examinations. 

CONCLUSIONS 

The  President  has  challenged  the  OCC  and  the  other  federal  bank  regulatory  agencies 
to  make  CRA  regulation  more  meaningful  to  all  segments  of  the  community  and  less 
burdensome  to  banks  and  thrifts.  This  reform  initiative  is  part  of  a  broader  effort  to  ensure 
that  the  benefits  of  a  safe  and  sound  banking  system  extend  to  all  segments  of  society. 

At  the  OCC,  we  are  revising  the  methods  we  use  to  conduct  fair  lending  examinations, 
so  that  we  can  more  effectively  detect  and  take  action  against  lending  discrimination.  We  are 
establishing  an  expanded  training  and  career  program  for  examiners  specializing  in  compliance 
programs,  and  we  are  lAaking  it  clear  that  this  specialization  will  be  viewed  within  the  OCC 
as  equal  in  importance  to  specialization  in  safety  and  soundness  examinations. 

Banks  provide  services  that  are  essential  to  the  economic  life  of  the  community  and  to 
the  welfare  of  individual  homeowners,  proprietors,  and  entrepreneurs.  One  of  my  highest 
priorities  during  my  six  months  in  office  has  been  ensuring  that  these  services  are  made 
available  to  all  segments  of  our  society  on  a  fair  and  equal  basis;  and  it  will  remain  a  top 
priority  during  the  remainder  of  my  tenure  as  Comptroller  of  the  Currency. 
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I  appreciate  the  opportunity  to  appear  before  this 
subcommittee  to  discuss  the  Community  Reinvestment  Act  and  the 
current  efforts  of  the  agencies  to  strengthen  and  improve  its 
administration.   This  statute  has  become  an  extremely  important 
part  of  the  landscape  of  financial  institution  supervision  in 
recent  years.   Across  our  nation  it  has  affected  the  relationship 
between  thousands  of  banks  and  thrift  institutions  and  their 
communities — particularly  low-  and  moderate- income  neighborhoods. 
Institutions  both  large  and  small  have  struggled  with  the  law's 
demands.   Local  groups  have  aggressively  used  it — particularly  in 
the  applications  process — to  prompt  commitments  for  increased 
lending  to  those  who  may  have  been  overlooked  before.   The 
regulators  have  sought  to  enforce  the  law  fairly  and  fully  in  the 
face  of  the  enormous  diversity  which  exists  among  America's 
communities  and  its  financial  institutions. 

The  results  of  CRA  have  seldom  been  to  the  full 
satisfaction  of  either  the  covered  institutions  or  community 
groups,  and  the  President  has  directed  the  agencies  to  conduct  a 
thorough  reexamination  of  our  supervisory  approach.   This  is  a 
zero  based  review  which  will  take  into  account  the  views  of  all 
affected  parties.   In  doing  so,  it  is  important  to  start  from  a 
common  understanding  of  the  road  we've  traveled  since  the  statute 
was  enacted  in  1977. 
Impact   of  CRA 

While  the  total  impact  of  the  CRA  is  very  hard  to 
measure,  I  believe  a  fair  assessment  would  have  to  conclude  that 
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it  has  generally  made  many  depository  institutions  more 
responsive  to  the  needs  of  their  communities.   Of  course,  the 
level  of  effort  has  varied  widely  among  institutions.   Certainly 
it  has  not  cured  the  disinvestment  that  plagues  many  of  our 
cities.   But  CRA  has,  in  my  view,  been  very  instrumental  in 
opening  channels  of  communication  between  banks  and  thrifts  and 
segments  of  their  communities  that  were  previously  vmderserved. 
New  relationships  have  been  established  with  community  groups  and 
individuals,  new  products  have  been  designed  and  marketed,  and 
many  thousands  of  credit  applications  have  been  taken  from  those 
who  previously  had  no  banking  relationship.   Most  importantly,  I 
am  convinced  that  thousands  of  loans  have  been  made  throughout 
the  country  that  would  not  have  been  made  but  for  the  CRA.   I 
have  personally  traveled  to  many  communities  and  toured  numerous 
projects  that  are  now  helping  to  stabilize  and  revitalize 
communities  as  a  result  of  CRA.   In  addition,  numerous  witnesses 
from  consumer  and  community  organizations  at  hearings  we  have 
held  recently  have  testified  to  the  valuable  contributions  CRA 
has  made. 

But  exactly  what  is  the  overall  level  of  that  lending? 
I  do  not  know,  and  I  suspect  no  one  does.   The  cosuniinity  groups 
who  track  lending  agreements  with  institutions  point  to  over  $30 
billion  in  commitments  for  new  credit.   Many  of  these  commitments 
cover  several  years  and  therefore  extend  into  the  future. 
Moreover,  I  know  of  no  overall  assessment  of  the  extent  to  which 
the  commitments  have  been  realized.   While  formal  connitments  to 
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community  groups  get  considerable  media  attention,  I  suspect  that 
most  CRA  related  activity  goes  on  outside  the  high  profile 
negotiated  agreements  that  receive  so  much  attention.   My  own 
belief  is  that  the  true  impact  of  CRA  has  far  exceeded  any  number 
derived  strictly  from  the  formal  commitments.   If  the  figure  is, 
for  example,  double  the  committed  amount,  it  is  a  formidable 
amount  indeed,  and  this  fact  should  not  be  overlooked  as  we 
evaluate  CRA's  effectiveness. 

Whatever  the  degree  of  new  lending  attributable  to  CRA, 
it  has  not  been  accomplished  without  numerous  problems,  which  I 
will  refer  to  later.   But  before  doing  that,  there  is  an 
important  point  about  CRA  that's  often  lost  in  the  debate  about 
its  flaws.   If  this  Federal  statute  has,  in  fact,  had  the 
considerable  impact  I  have  described,  it's  important  to  note  that 
this  has  been  accomplished  without  a  huge  appropriation  of 
government  dollars,  and  without  legions  of  bureaucrats  to 
administer  the  program.   These,  of  course,  are  very  significant 
and  topical  matters — as  current  as  the  recently  announced 
campaign  to  "reinvent"  government  in  ways  that  emphasize  these 
very  characteristics. 

CRA  established  a  national  goal  and  put  considerable 
power  in  both  supervisory  agencies  and  the  public  to  enforce  it, 
but  left  the  details  of  how  this  goal  would  be  accomplished  to 
local  communities  and  depository  institutions.   CRA  counted  on 
the  unique  economic  needs,  and  the  give  and  take  in  the  local 
social  and  political  scene,  to  define  the  specifics  of  the  CRA 
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program  for  each  conmunity.   No  one  in  Washington  has  yet  been 
employed  to  decide  how  much  or  what  type  of  CRA  lending  should  be 
made  in  the  individual  communities  you  represent.   To  my  way  of 
thinking,  that  has  been  a  considerable  strength  of  the  law.   In 
any  review  of  CRA  I  believe  we  must  acknowledge  the  value  of  this 
approach,  at  the  same  tine  that  we  search  for  improvements. 
Need  for  Improvement 

But  all  is  not  perfect  as  you  well  know.   The 
flexibility  that  I've  referred  to  has  come  with  a  price.   Bankers 
and  many  community  groups  alike  complain  that  the  standards  are 
too  vague.   Our  own  exaunlners  would  be  more  comfortable  as  they 
go  about  their  very  difficult  job  of  assessing  compliance  If  the 
rules  of  the  game  were  more  precise.   Despite  the  ever  increasing 
efforts  of  the  agencies  over  the  years  to  define  more 
specifically  the  various  levels  of  performance  used  in  our  rating 
system,  we  are  constantly  faced  with  questions  about  "how  much  Is 
enough,"  what  loans  get  CRA  credit,  and  exactly  what  "weight" 
different  categories  of  loans  will  receive.   Living  with  the 
current  uncertainty  makes  bankers  nervous,  community  groups 
dissatisfied  with  their  ability  to  hold  institutions  accountable, 
and  everyone  Involved  concerned  about  assuring  fair  and 
consistent  evaluations  by  the  agencies.   And  believe  oe,  no  one 
would  be  happier  than  those  in  my  agency,  who  are  charged  with 
the  day-to-day  enforcement  of  the  law,  if  we  were  "going  by  the 
book." 
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There  also  appears  to  be  common  agreement  that  too  much 
emphasis  has  been  placed  on  paperwork  and  process  as  opposed  to 
performance.   There  is  undoubtedly  some  truth  to  this  despite  the 
agencies'  efforts  to  assure  otherwise.   But,  it  is  important  to 
keep  in  mind  that,  in  some  sense,  the  focus  on  process  is  a 
natural  outgrowth  of  leaving  the  definition  of  an  appropriate 
level  of  performance  up  to  the  needs  of  the  community  and  the 
capacity  of  its  institutions.   Nevertheless,  the  concern  about 
focusing  on  paperwork  rather  than  results  is  widespread  enough  to 
require  careful  evaluation. 

And,  of  course,  there  are  other  criticisms  as  well — 
that  CRA  is  "too  much  stick  and  too  little  carrot"  and  that  we 
must  search  for  more  incentives  to  encourage  good  performance, 
that  too  many  institutions  receive  satisfactory  or  better 
ratings,  and  that  either  too  much  or  too  little  emphasis  is  given 
to  CRA  in  the  context  of  application  processing.   Suffice  it  to 
say  that  there  are  numerous  areas  of  controversy  where 
improvements  may  be  desirable. 

Thus,  we  have  what  to  me  is  a  rather  confusing  scene. 
On  the  one  hand,  we  have  an  important  national  program  that 
appears  to  have  stimulated  considerable  lending  and 
revitalization  in  low-income  and  minority  communities.   And  it 
has  done  so  in  a  period  of  great  shortage  of  federal  dollars,  and 
without  the  rules  and  red  tape  that  bedevil  so  many  government 
efforts.   On  the  other  hand,  I  know  of  no  other  regulatory  area 
where  there  is  such  comnon  agreement  that  all  is  not  right  and 
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that  some  "reform"  is  necessary.   My  overall  sense,  however,  is 
that  in  focusing  so  much  on  the  imperfections  of  CRA,  we  may  have 
lost  sight  of  its  considerable  benefits. 
Review  Process 

But  surely  we  can  do  better.   And,  it  was  in  response 
to  widespread  concern  that  the  CRA  can  be  improved  that  the 
President  issued  his  charge  to  the  agencies  to  rethink  their 
administration  of  this  law.   In  the  President's  CRA  reform 
request,  he  asked  the  agencies  to  address  several  specific  areas. 
These  include: 

•  developing  new  regulations  and  procedures  that  replace 
paperwork  and  uncertainty  with  greater  performance, 
clarity,  and  objectivity; 

•  developing  a  core  of  well-trained  CRA  examiners; 

•  working  together  to  promote  consistency,  and  even- 
handedness,  to  improve  public  CRA  performance 
evaluations,  to  institute  more  effective  sanctions 
against  financial  institutions  with  consistently  poor 
performance,  and  to  develop  more  objective, 
performance-based  CRA  assessment  standards  that 
minimize  the  compliance  burden  on  financial 
institutions,  while  stimulating  CRA  performance. 

As  you  are  aware,  we  are  presently  working  with  the 
other  agencies  to  carry  out  the  President's  initiative.   Working 
together  is  not  new  to  us  in  this  area.   To  promote  uniformity  in 
the  approach  to  CRA,  the  Board,  along  with  the  other  banking  and 
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thrift  regulatory  agencies,  have  worked  through  the  Federal 
Financial  Institutions  Examination  Council,  or  FFIEC,  for  some 
time.   For  example,  through  the  FFIEC  the  agencies  developed  a 
common  approach  to  the  regulation,  interagency  CRA  examination 
procedures,  a  uniform  format  for  CRA  public  disclosures,  and 
other  regulatory  material.   We  have  a  conmitment  to  cooperation 
and  uniformity,  and  I  am  confident  that  together  we  can  meet  the 
President's  goals  and  that  any  revision  of  CRA  will  be  adopted  on 
a  common  basis. 

Initially,  our  focus  has  been  on  assuring  wide  public 
input.   The  agencies  have  held  public  CRA  meetings  across  the 
country  to  solicit  comments  on  how  to  improve  the  CRA  process. 
We  have  heard  the  views  of  over  250  bankers,  community  groups  and 
small  business  owners,  as  well  as  members  of  the  general  public. 
From  these  meetings,  we  have  been  told  what  is  working  with  CRA, 
what  is  not  working,  and  what  we  need  to  consider  to  "fix"  it.   I 
can  tell  you  that  many  of  the  stories  I  have  heard — from  bankers, 
small  business  owners  and  community  groups — have  been  compelling. 
The  stories,  however,  point  up  as  many  differences  in  perspective 
between  the  various  groups,  as  they  do  common  concerns. 

For  example,  while  many  may  agree  that  it's  important 
to  find  new  incentives  to  encourage  better  CRA  performance,  there 
is  great  disagreement  about  what  they  might  be.  Very 
understandably,  banks  which  have  sought  and  achieved  an 
"outstanding"  rating  would  like  to  see  this  rewarded  with  a  "safe 
harbor"  from  protests.   Community  groups,  to  put  it  mildly,  do 
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not  favor  the  idea.   While  there  is  common  concern  about 
paperwork,  there  is  a  growing  recognition  that  any  movement 
toward  more  quantifiable  standards  may  require  more,  not  less, 
data,  and  this  is  not  a  happy  thought  for  many.   Likewise, 
concern  about  the  disproportionate  burden  on  small  institutions 
has  caused  some  to  suggest  a  small  institution  exemption.   Others 
find  this  untenable.   The  idea  of  more  precision  in  the 
requirements  has  widespread  support,  but  difficult  and 
controversial  issues  arise  when  it  comes  to  defining  what  the 
specific  nvmbers  might  be  or  even  the  process  by  which  they  might 
be  set.   Moreover,  there  is  broadbased  concern  that  in  attempting 
to  be  precise,  we  may  fall  into  the  credit  allocation  trap.   In 
short,  although  there  may  be  widespread  agreement  that  CRA 
requires  some  major  repairs,  there  is  very  little  agreement  about 
the  appropriate  fix. 

At  this  point,  we  are  still  analyzing  the  information 
we've  collected  and  it  would  be  premature  for  us  to  offer  any 
proposals.   The  Board  along  with  the  other  agencies  will  continue 
this  process  of  assessing  the  various  arguments  and  concerns.   I 
expect  that  a  proposal  will  be  published  for  additional  public 
comment  in  the  next  few  weeks. 

You've  asked  whether  the  statutory  language  will  permit 
the  necessary  reforms.   There  may  or  may  not  be  a  constructive 
role  for  legislation  at  some  point,  but  it  seems  premature  to 
make  that  judgment  now.  We  will  be  in  a  much  better  position  to 
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provide  meaningful  thoughts  on  whether  legislation  is  needed  at  a 
later  date. 
Fair  Lending  Enforcement 

Finally,  you  have  asked  for  information  on  the  steps  we 
have  taken  to  assure  compliance  with  fair  lending  laws. 

Initially,  let  me  say  that  no  single  consumer 
compliance  issue  is  of  more  concern  to  the  Board,  and  me 
personally,  than  assuring  that  the  credit  granting  process  is 
absolutely  free  of  unfair  bias. 

Fairness  in  assessing  credit  applications,  without 
regard  to  race,  sex  or  other  prohibited  bases,  is  absolutely 
essential  in  our  country.   Let  no  one  have  any  misunderstanding 
on  the  point.   Racial  discrimination,  no  matter  how  subtle — and 
whether  intended  or  not — cannot  be  tolerated.   It  robs  the 
lending  industry  and  our  economy  of  growth  potential,  and  harms 
both  individuals  and  society. 

We  have  a  coordinated  approach  to  this  issue  at  the 
Federal  Reserve  which  focuses  both  narrowly  on  examination  for 
compliance  with  fair  lending  laws,  and  more  broadly  at  trying  to 
assure  that  credit  is  made  widely  available  to  low-  and  moderate- 
income  areas  of  our  country — including  those  with  substantial 
minority  populations.   Our  approach  to  fair  lending  issues  is 
thus  a  comprehensive  one  that  goes  beyond  exeuninations.  It  also 
involves  an  aggressive  program  to  investigate  consumer 
complaints,  provide  consumer  and  creditor  education,  and  gain 
insight  through  research.   Let  me  describe  each  segment  briefly. 
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In  the  research  area,  the  Boston  Federal  Reserve  Bank 
study  is  well  known.   In  my  view,  despite  its  shortcomings,  that 
study  has  done  more  than  any  other  single  effort  to  advance  our 
understanding — and  increase  our  concern — about  fair  lending  in 
the  mortgage  market.   Other  research  pieces  on  HMDA  data, 
household  debt,  credit  shopping  practices,  the  secondary  market 
and  other  related  subjects  have  also  added  to  our  knowledge. 
Within  the  next  few  weeks  we  will  be  releasing  a  comprehensive 
report  to  Congress  comparing  the  risks  and  returns  of  lending  in 
low  income,  minority  and  distressed  neighborhoods  compared  with 
those  in  other  communities.   This  too  will  advance  our  knowledge 
of  the  problem  and  how  to  help  solve  it. 

With  regard  to  examinations,  the  Board  supervises 
approximately  1000  state  member  banks  for  compliance  with  fair 
lending  laws.   This  involves  consumer  compliance  examinations, 
consumer  complaint  investigations,  and  community  affairs  efforts. 
The  consumer  compliance  examinations  are  conducted  by  examiners 
at  the  Reserve  Banks  who  are  specially  trained  in  consumer 
affairs  and  civil  rights  examination  techniques.   The  Board  and 
each  of  the  Reserve  Banks  also  have  staff  members  who  deal  with 
consumer  complaints.    In  addition,  the  system  has  a  substantial 
Community  Affairs  program,  many  of  whose  activities  help  to 
advance  fair  lending.   The  Board  provides  general  guidance  and 
oversight  to  Reserve  Banks  in  these  areas. 

The  Board  first  established  a  specialized  consumer 
compliance  examination  progrsun  In  1977.   Through  it,  the  twelve 
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Reserve  Banks  conduct  examinations  of  state  member  banks  to 
determine  compliance  with  consumer  protection  legislation  by 
using  a  group  of  specially  trained  examiners.   The  scope  of  these 
examinations  specifically  include  the  Equal  Credit  Opportunity 
and  Fair  Housing  Acts,   From  the  beginning,  the  examiners  were 
instructed  to  place  special  emphasis  on  violations  involving 
potential  discrimination  of  the  kind  prohibited  by  those 
statutes. 

The  Federal  Reserve  System's  consiomer  compliance 
examinations  are  scheduled  at  regular  intervals  and  are 
comprehensive.   Each  state  member  bank  is  examined  on  a  regular 
basis.   An  average  of  two-thirds  of  state  member  banks  are 
examined  each  year.   In  general,  examinations  are  scheduled  every 
eighteen  months  for  a  bank  with  a  satisfactory  record.   A  limited 
number  of  banks  with  exceptional  records  can  be  examined  every 
two  years.   Those  banks  with  less  than  satisfactory  records  are 
to  be  examined  every  six  months  or  every  year,  depending  on  the 
severity  of  their  problems. 

The  examination  procedures  focus  primarily  on  comparing 
the  treatment  of  members  of  a  protected  class  with  other  loan 
applicants.   First,  the  bank's  loan  policies  and  procedures  are 
reviewed.   This  is  done  by  reviewing  bank  documents,  as  well  as 
interviewing  loan  personnel.   During  this  phase,  the  examiner 
will  seek  to  determine,  among  other  things,  the  bank's  credit 
standards.   After  the  standards  have  been  identified,  the 
exeuniner  will  determine  whether  those  standards  were,  in  fact. 
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applied  uniformly  using  a  sample  of  actual  loan  applicants. 
Special  note  will  be  taken  of  applications  received  from 
minorities,  women,  and  others  whom  the  laws  were  designed  to 
protect.   This  means  that  the  examiner  is  looking  at  the  same 
information  that  the  bank  used  to  make  its  credit  decision, 
including  credit  history,  income,  and  total  debt  burden.   If 
those  standards  appear  not  to  have  been  used,  or  not  used 
consistently,  this  would  be  discussed  with  lending  personnel  and 
a  more  intensive  investigation  would  typically  be  undertaken. 
Finally,  an  overall  analysis  of  the  bank's  treatment  of 
applications  from  minorities,  women,  and  others  with  the 
characteristics  described  in  the  fair  lending  laws  is  conducted 
to  determine  whether  there  are  any  patterns  or  individual 
instances  where  such  applicants  were  treated  less  favorably  than 
other  loan  applicants. 

Another  regular  part  of  the  examination  includes 
conversations  with  persons  in  the  community  knowledgeable  about 
local  credit  needs.   The  examiners  will  routinely  ask  about 
public  perceptions  of  the  availability  of  credit  to  minorities 
and  low-  and  moderate- income  persons.   This  information  may 
suggest  that  a  particular  area  of  the  bank  needs  additional 
scrutiny  and  may  provide  insights  into  how  the  bank  is  serving 
the  credit  needs  of  its  local  community,  particularly  those 
protected  by  the  antidiscrimination  statutes.   Violations  found 
through  the  techniques  described  above  require  correction  by  the 
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institution,  notification  to  the  applicant  and  referral  to  the 
Department  of  Justice  in  appropriate  cases. 

As  you  know  despite  these  efforts  we  have  rarely  found 
evidence  that  we  can  be  sure  proves  racial  discrimination. 
Consequently,  we  have  been  concerned  about  providing  examiners 
with  better  tools  to  help  them  get  the  job  done.   Recently,  the 
Federal  Reserve  System  developed  a  computerized  model  for  using 
HMDA  data  in  connection  with  the  fair  lending  portion  of  the 
examination.   This  model  allows  examiners  to  match  minority  and 
nonminority  pairs  of  applicants  with  similar  credit 
characteristics,  but  different  loan  outcomes,  for  a  more 
extensive  fair  lending  review.   Once  the  pairs  are  selected, 
examiners  pull  the  credit  files  for  the  applicants  to  determine 
if  discrimination  played  a  part  in  the  credit  granting  process. 
While  a  comparison  of  minority  and  majority  applicants  has  always 
been  a  part  of  the  Federal  Reserve's  fair  lending  examination,  we 
believe  that  this  computerized  selection  process  will  enable 
examiners  to  focus  their  efforts  and  spend  more  time  on  the 
actual  fair  lending  review  of  loan  files. 

In  addition  to  this  "micro"  use  of  the  HMDA  data,  the 
Federal  Reserve  has  developed  (on  behalf  of  the  FFIEC)  a 
computerized  system  for  analyzing  the  expanded  data  collected 
under  the  Home  Mortgage  Disclosure  Act  (HMDA) .   The  system  is 
extremely  versatile  and  allows  the  data  to  be  segmented  by 
demographic  characteristics  such  as  race,  gender,  and  income 
levels,  or  geographic  boundaries.   Exauniners  can  now  sort  through 
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vast  quantities  of  data  to  focus  attention  on  specific  lending 
markets  and  draw  comparisons  between  an  individual  HMDA 
reporter's  performance  and  of  all  lenders  in  the  area.   With 
these  capabilities,  examiners  can  more  readily  determine  whether 
a  bank  is  effectively  serving  all  segments  of  its  market, 
including  low-  and  moderate-income  and  minority  neighborhoods. 
We  have  been  holding  HMDA  training  sessions  on  how  to  use  this 
system  around  the  country  for  our  examiners,  as  well  as  those 
from  other  agencies. 

The  Federal  Reserve  has  also  developed  the  capability 
to  map  by  computer  the  geographic  location  of  a  bank's  lending 
products,  including  mortgage  loans.   This  mapping  includes 
demographic  information  for  the  bank's  local  community.   We 
believe  that  this  type  of  analysis  and  presentation  will  enhance 
our  ability  to  assess  a  bank's  CRA  perfozmance  in  meeting  the 
credit  needs  of  its  local  community,  including  minority  areas. 
It  should  also  be  helpful  in  evaluating  a  bank's  geographic 
delineation  of  its  local  CRA  service  area  to  ensure  that  it  does 
not  exclude  low-  and  moderate- income  neighborhoods. 
Consumer  Complaint  Program 

The  Federal  Reserve's  consumer  complaint  program  is  an 
important  element  in  our  overall  effort  to  enforce  fair  lending 
laws.   The  investigation  procedures  in  this  regard  provide 
special  guidance  with  respect  to  complaints  involving  loan 
discrimination.   Such  complaints  can  prompt  an  on-site 
investigation  by  Reserve  Bank  personnel  at  the  state  member  bank 
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accused  of  discrimination.  We  have  a  referral  agreement  with  HUD 
for  mortgage  complaints  and  we  have  referred  a  number  of 
complaints  to  that  agency  for  further  investigation.   Like  our 
examinations  area,  we  are  devoting  considerable  attention  to 
strengthening  our  complaint  processing  system  by  increasing 
oversight,  tightening  deadlines  for  investigation,  assuring  more 
personal  contact  and  making  the  public  more  aware  of  our 
procedures. 
Educational   Efforts 

He  believe  that  education  is  an  important  part  of  our 
coordinated  approach.   He  have  distributed  a  brochure  to  all  the 
institutions  we  supervise  entitled  "Home  Mortgage  Lending  and 
Equal  Treatment."  The  brochure  identifies  and  cautions  lenders 
about  lending  standards  and  practices  that  may  produce  unintended 
discriminatory  effects.   It  focuses  on  race  and  includes  examples 
of  subtle  forms  of  discrimination,  such  as  unduly  conservative 
appraisal  practices  in  minority  areas;  property  standards  such  as 
size  and  age  which  may  exclude  homes  in  minority  and  low  income 
areas;  and  unrealistically  high  minimum-loan  amounts.   More 
recently,  a  comprehensive  booklet  was  published  by  the  Federal 
Reserve  Bank  of  Boston  entitled  "{Closing  The  Gap:}  A  Guide  To 
Equal  Opportunity  Lending."  It  too  has  been  widely  circulated. 
It  is  another  useful  tool  for  lenders  that  suggests  adjustments 
in  institutional  behavior  to  correct  racially  disparate  loan 
practices  that  nay  be  occurring  in  spite  of  bank  policies  to  the 
contrary.   We  have  also  published  a  brochure,  entitled  "Hone 
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Mortgages:  Understanding  the  Process  and  Your  Right  to  Fair 
Lending,"  to  inform  consumers  about  the  mortgage  application 
process  and  about  their  rights  under  fair  lending  and  consumer 
protection  laws. 
Community  Affairs  Program 

The  Board  believes  that  the  goal  of  ensuring  fair 
access  to  credit  can  also  be  advanced  by  focussing  on  positive 
actions  that  a  lender  may  take  to  address  such  concerns. 
Consequently,  through  its  Community  Affairs  program,  the  Federal 
Reserve  conducts  outreach,  education,  and  technical  assistance 
activities  to  help  financial  institutions  and  the  public 
understand  and  address  community  development  and  reinvestment 
issues.   We  have  increased  resources  devoted  to  Community  Affairs 
activities  at  the  Reserve  Banks — now  staffed  with  more  than  50 
people — to  enable  the  Federal  Reserve  System  to  respond  to  the 
growing  number  of  requests  for  information  and  assistance  from 
banks  and  others  on  the  Community  Reinvestment  Act,  fair  lending, 
and  community  development  topics.   Efforts  have  been  expanded  to 
work  with  financial  institutions,  banking  associations, 
governmental  entities,  businesses,  and  community  groups  to 
develop  community  lending  programs  that  help  finance  affordable 
housing,  small  and  minority  business,  and  other  revitalization 
projects.   Overall  the  Reserve  Bank's  Community  Affairs  progreuns 
sponsors  or  cosponsors  about  a  hundred  programs  a  year  involving 
thousands  of  participants  as  a  way  to  encourage  economic 
development  and  assure  fair  lending. 
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Conclusion 

Our  conunitment  to  fair  lending  has  been  emphasized  by 
Chairman  Greenspan  and  the  heads  of  each  of  the  other  federal 
financial  institutions  supervisory  agencies  in  a  letter  to  every 
bank  and  thrift  in  the  country.   That  letter  dated  May  27,  1993, 
expressed  the  agencies'  concern  that  some  minority  consumers  and 
small  business  owners  may  be  experiencing  discriminatory 
treatment  when  trying  to  obtain  credit.   The  letter  put  the 
institutions  on  notice  of  our  very  serious  concern,  and  urged 
financial  institutions  to  aggressively  undertake  lending 
programs.  Various  suggestions  were  provided  on  how  institutions 
could  help  assure  fair  lending. 

In  spite  of  these  efforts,  I  am  well  aware  of  the 
concern  about  whether  our  enforcement — indeed  our  overall 
program — has  been  vigorous  enough.   I  can  only  assure  you  of  our 
commitment  to  routing  out  every  instance  of  unfair  treatment  and 
helping  to  assure  more  opportunities  for  all  our  citizens.   The 
actions  we  are  taking  to  augment  our  traditional  examination 
techniques  through  new  computer  assisted  analysis  should  help  us 
considerably.   Moreover,  our  many  efforts  to  encourage  and 
instruct  banks  in  ways  to  broaden  their  lending  to  low-  and 
moderate- income  borrowers  should  provide  more  open  access.   It 
is  my  goal  and  it  is  the  goal  of  the  Federal  Reserve  System  to 
ensure  that  all  our  citizens  are  being  treated  fairly. 
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Good  morning,  Mr.  Chairman  and  Members  of  the  Subcommittee. 
On  behalf  of  the  Federal  Deposit  Insurance  Corporation  ("FDIC"), 
I  appreciate  the  opportunity  to  testify  today  on  plans  for 
implementing  the  President's  Community  Reinvestment  Act  ("CRA") 
initiative,  and  enforcement  of  fair  lending  laws. 

I.  IMPLEMENTATION  OF  THE  PRESIDENT'S  CRA  INITIATIVE 

When  the  President  announced  his  CRA  reform  initiative  on 
July  15,  1993,  he  called  for  (1)  an  increase  in  lending  to 
underserved  communities  and  (2)  a  need  to  streamline,  clarify, 
and  make  the  regulatory  process  more  objective.   A  major  focus  of 
the  reform  is  "performance  over  process." 

The  importance  of  reform  cannot  be  overemphasized.   Even 
before  the  President  made  his  announcement,  the  FDIC  was 
listening  carefully  to  both  the  banking  industry  and  to  community 
groups  for  suggestions  on  how  the  agency  could  improve  its  role 
in  ensuring  that  (1)  institutions  understand  and  comply  with  fair 
lending  laws  and  regulations  and  (2)  that  loans  are  made 
available  to  communities,  including  those  with  low-  and  moderate- 
income  residents. 

FDIC  staff  have  sat  on  panels,  convened  roundtable 
discussions,  and  conducted  workshops,  all  with  the  expressed 
purpose  of  determining  what  additional  steps  were  needed  to 
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ensure  that  fair  lending  laws  were  observed  and  enforced.   These 
efforts  have  included  examiners,  financial  institution  executives 
and  community  representatives. 

Some  of  what  we  have  heard  was  neither  new  nor  surprising. 
What  was  different  about  the  comments  was  that  financial 
institution  executives,  community  leaders,  small  business  owners, 
and  others  echoed  similar  sentiments  about  the  state  of  community 
investment  and  fair  lending  and  all  shared  similar  opinions  about 
what  needs  to  be  done  to  make  sure  this  country' s  credit  system 
is  made  more  accessible  to  all  who  are  creditworthy.   In  Chicago, 
for  example,  during  a  focus  group  meeting  we  sponsored  with  the 
Federal  Reserve  Bank  of  Chicago  in  May  1993,  we  heard  women 
owners  of  small  businesses  and  financial  institution  executives 
alike  express  concerns  about  such  issues  as  the  need  for  sound 
financial  advice  and  management  counseling,  the  need  for  improved 
government  programs  and  more  knowledge  of  those  programs,  and  a 
perception  that  the  "regulators"  will  not  allow  flexible 
underwriting.   The  purpose  of  this  group  was  to  discuss  the 
obstacles  to  lending  to  women-owned  businesses  and  to  identify 
ways  of  overcoming  those  obstacles.    Representatives  of  the 
focus  group  are  preparing  a  report  that  will  chronicle  the 
results  of  that  meeting. 

As  you  know,  the  bank  regulatory  agencies  also  recently 
completed  a  series  of  hearings  around  the  nation  as  part  of  the 
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President's  CRA  Initiative.   These  CRA  hearings  have  underscored 
the  views  that  had  been  previously  articulated  --  in  more 
informal  settings  --  about  the  regulators'  responsibilities.   I 
had  the  opportunity  to  participate  in  the  majority  of  the 
hearings,  and  heard  several  of  the  same  concerns  expressed  time 
and  again. 

First,  representatives  from  both  financial  institutions  and 
the  community  stressed  the  need  for  more  regular,  consistent 
training  for  examiners.   Many  expressed  a  preference  for  a  core 
group  of  examiners  who  specialize  in  fair  lending  and  community 
reinvestm.ent  --  not  just  in  the  technical  aspects  of  the  laws  and 
regulations,  but  with  an  understanding  of  the  complexity  of 
community  development  transactions.   Financial  institution 
representatives,  community  activists,  and  others  have  raised 
concerns  about  (1)  whether  the  agencies  are  consistently 
assessing  CRA  compliance,  (2)  whether  clear  guidance  is  being 
provided  to  institutions  on  how  to  improve  their  CRA  performance, 
and  (3)  whether  the  regulatory  agencies  have  set  realistic 
performance  standards  for  financial  institutions. 

Some  have  called  for  increased  joint  efforts  among  the 
regulatory  agencies,  the  banking  industry,  and  community 
representatives  to  produce  clear,  concise,  and  complete 
guidelines  for  the  CRA  examination  process.   The  concern  is  that 
examiners  and  financial  institution  management  know  what  is 
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expected  of  them  in  the  CRA  process  and  that  community 
representatives  be  better  able  to  understand  and  evaluate 
performance.   In  other  words,  the  need  for  better  communication 
and  accountability  among  regulators,  lenders,  and  the  community 
was  a  consistent  concern. 

Second,  participants  stressed  the  need  for  regulatory 
agencies  to  (1)  increase  their  outreach  efforts  to  the  community 
and  (2)  scrutinize  more  closely  the  strength  of  relationships 
purportedly  formed  between  financial  institutions  and  the 
community.   Specifically,  participants  urged  the  regulators  to 
seek  more  input  from  community  organizations  and  individuals 
during,  or  prior  to,  the  CRA  evaluation  process  and  to  verify 
that  an  institution's  relationship  with  a  community  group  is  what 
the  institution  says  it  is.   For  example,  when  an  institution 
says  it  is  "actively  involved"  with  a  community  organization,  the 
regulators  should  determine  that  organization's  role  in  helping 
to  meet  community  credit  needs. 

Finally,  the  regulatory  agencies  were  urged  to  place  greater 
emphasis  on  cooperation  between  financial  institutions  and 
community  groups  so  that  meaningful  partnerships  could  be  formed 
to  address  community  and  economic  development  problems  across 
this  country. 
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I  witnessed  this  cooperation  first  hand  recently  in  a 
walking  tour  conducted  by  Representative  Floyd  Flake  in  Jamaica, 
Queens,  New  York.   Let  me  spend  just  a  minute  or  two  describing 
this  area. 

Until  the  middle  of  this  century,  Jamaica  was  the  center  of 
commerce,  government,  and  entertainment  for  virtually  all  of 
Queens  Borough,  New  York.   From  the  late  1960s  until  the  early 
1980s,  however,  Jamaica  experienced  erosion  of  its  position  as 
the  borough's  largest  business  district.   New  regional  shopping 
centers  siphoned  off  downtown  retail  activity,  resulting  in  the 
closing  of  all  three  downtown  Jamaica  department  stores,  the 
relocation  of  two  lending  institutions  headquartered  there,  the 
loss  of  its  newspaper,  and  the  departure  of  other  jobs  and 
economic  activity  linked  to  those  anchors.   Dispersion  of  local 
government  offices  further  sapped  the  professional  life 
traditionally  found  in  Jamaica;  lawyers,  accountants,  and  other 
professionals  and  their  support  staffs  moved  out.   This,  together 
with  broad  changes  in  the  residential  population,  left  the 
downtown  badly  deteriorated. 

As  I  walked  through  the  neighborhood  with  Congressman  Flake 
and  my  fellow  regulators,  it  was  obvious,  and  reaffirmed  by  the 
Congressman,  that  25  years  of  planning  and  hard  work  --  largely 
through  the  efforts  of  local  collaboration  among  community, 
business,  and  government  --  have  brought  a  resurgence  to  Jamaica. 
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There  is  now  a  diversity  of  government -financed  projects, 
including  a  new  Federal  building.   Students  attend  classes  at  a 
recently  constructed  college  campus.   There  is  a  network  of  new 
subway  stations,  and  even  a  farmers'  market.   Up  and  down  the 
streets,  retail  storefronts  that  were  once  boarded  up  are  almost 
all  occupied.   While  there  is  still  much  work  to  be  done,  the 
neighborhood  is  steadily  working  its  way  out  of  decline. 

I  tell  this  story  to  make  a  point.   The  neighborhood  of 
Jamaica,  Queens,  New  York,  shares  many  of  the  characteristics  of 
neighborhoods  throughout  the  country  --  neighborhoods  in  New 
York,  and  in  Washington,  D.C.;  Henderson,  North  Carolina;  Los 
Angeles,  California;  Chicago,  Illinois;  San  Antonio,  Texas;  or 
Albuquerque,  New  Mexico  --  all  the  sites  where  the  federal 
supervisory  agencies  held  hearings  in  August  and  September.   That 
is,  Jamaica  is  filled  with  residents  who  work,  who  own  homes  or 
who  desire  to  own  homes;  and  who  want  to  live  in  a  thriving 
community  that  provides  the  services  and  businesses  that  serve 
their  convenience  and  needs. 

Lending  institutions  play  an  important  role  in  making  and 
keeping  these  neighborhoods  strong.   They  are  a  primary  economic 
lifeblood  for  many  communities  and  financial  institutions  should 
take  reasonable  steps  to  ensure  that  necessary  credit  is  made 
available  to  these  communities.   However,  financial  institutions 
alone  cannot  build  or  rebuild  neighborhoods. 
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Clearly  neither  the  government  nor  the  community  acting 
alone  can  carry  the  total  burden  of  meeting  all  of  a  community's 
credit  needs.   There  must  be  communication  and  cooperation  --a 
partnership  --  between  the  community  and  the  financial 
institutions.   These  groups  need  one  another  to  achieve  their 
goals.   It  is  obvious  that  a  financial  institution  will  not 
prosper  and  survive  over  the  long  term  unless  it  strives  to  meet 
its  obligations  to  the  community  it  serves.   At  the  same  time, 
the  community  cannot  prosper  unless  it  understands  all  the 
resources  that  are  available  for  it  to  tap  into  -  including 
financial  institutions  --  to  provide  the  businesses  and  services 
it  needs.   With  that  understanding  must  come  a  realization  by  the 
community  that  financial  institutions  may  be  limited  in  what  they 
can  do,  and  therefore,  other  resources  must  be  relied  on  as  well. 

Where  do  we  go  from  here?   The  information  gathered  from  the 
hearings  is  being  carefully  considered  as  the  agencies  undertake 
CRA  reform.    Certainly,  if  the  community  and  the  lenders  are  the 
vehicles  to  spur  community  and  economic  development,  then  the 
regulatory  agencies  must  be  the  fuel,  so  to  speak,  to  help 
motivate  both  groups  in  the  right  direction. 

Our  initiatives  are  intended  to  result  in  more  clear  and 

objective  standards  to  guide  institutions  in  their  CRA 
performance  and  allow  community  groups,  the  public,  and  the 
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regulatory  agencies  to  better  assess  their  performance.   To 
achieve  this,  CRA  reform  should  include:   regulations  that  are 
more  definitive  and  clear;  more  objective  examination  procedures; 
more  informative  CRA  Performance  Evaluations  supporting  assigned 
ratings;  and  better  educational  efforts  to  provide  more 
knowledgeable  examiners,  financial  institution  management  and 
community  members.   Further,  any  evaluation  standards  should  be 
uniformly  applied  by  all  the  federal  financial  institution 
regulatory  agencies. 

We  are  mindful,  however,  that  objective  performance 
standards  must  not  be  so  rigid  as  to  undermine  an  institution's 
need  for  flexibility  to  develop  innovative  ways  to  extend  credit. 
In  other  words,  "plain  vanilla"  loans  may  not  serve  the  needs  of 
the  nation's  underserved  areas.   Further,  while  our  examination 
standards  need  to  be  uniformly  applied,  we  must  have  the 
flexibility  to  assess  an  institution's  performance  based  on  its 
capabilities  and  its  community's  needs.   Each  institution  -  like 
each  community  -  is  unique. 

Finally,  we  must  find  that  delicate  balance  between 
"performance"  and  "process" .   The  partnerships  between  financial 
institutions  and  the  community  that  are  critical  to  this  process 
often  take  time,  sometimes  years,  to  form.   We  must  be  careful 
not  to  ignore  the  efforts  needed  to  develop  these  relationships. 
Financial  institutions  should  be  encouraged  to  devote  the  time 
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necessary  for  more  complicated  community  development 
transactions.   This  will  do  more  to  progress  CRA  than  just  making 
the  easier,  quicker  transactions  to  meet  arbitary  dollar  goals 
that  may  not  be  in  the  best  long  term  interest  of  the  community. 

We  continue  to  work  with  the  other  agencies  to  meet  the 
President's  deadline  of  January  1,  1994.   We  are  evaluating  a 
number  of  options  with  the  underlying  assumption  that  no  change 
in  legislation  will  be  required.   We  believe  that  significant 
change  can  be  affected  through  the  regulatory  process.   However, 
we  will  not  hesitate  to  seek  legislative  change  if  we  determine 
that  it  is  necessary  in  order  to  improve  CRA. 

Let  me  briefly  turn  to  the  steps  being  taken  by  the  FDIC 
individually,  as  well  as  in  conjunction  with  the  other  agencies, 
to  ensure  compliance  with  CRA  and  other  fair  lending  laws  and 
regulations . 

II.   FDIC's  EFFORTS  TO  ENSURE  COMPLIANCE  WITH  CRA  AND 
FAIR  LENDING  LAWS 

The  FDIC  is  committed  to  enforcing  compliance  with  CRA  and 
the  other  fair  lending  laws  --  the  Equal  Credit  Opportunity  Act 
(ECOA) ,  the  Fair  Housing  Act  (FHA) ,  and  the  Home  Mortgage 
Disclosure  Act  (HMOA)  --  and  the  implementing  regulations. 
During  the  past  few  years,  we  have  concentrated  our  efforts  on 


155 


10 
retooling  the  compliance  examination  function  and  on  establishing 
an  effective  outreach  program.   Both  actions  have  helped  the 
agency  better  evaluate  compliance  with  all  fair  lending  laws. 

Briefly,  we  have  established  an  examination  staff  dedicated 
solely  to  the  consumer  compliance  examination  program  which 
includes  evaluation  of  compliance  with  the  fair  lending  laws. 
There  now  are  266  authorized  field  examiner  positions  at  the  FDIC 
compared  to  150  when  the  program  was  first  implemented  in  early 
1991.   In  addition,  in  each  of  FDIC's  eight  regional  Division  of 
Supervision  ("DOS")  offices,  there  is  an  Assistant  Regional 
Director  and  an  examination  review  staff  with  specific 
responsibility  for  the  consumer  compliance  examination  function. 

Previously,  the  FDIC  relied  on  safety  and  soundness 
examiners  with  some  training  in  compliance  and  a  small  group  of 
examiners  who  specialized  in  compliance  examinations.   Our  staff 
is  committed  to  thorough  assessments  of  institutions'  compliance 
with  the  fair  lending  and  other  consumer  protection  laws.   We  are 
adding  additional  staff  as  necessary.   In  fact,  we  currently  are 
receiving  requests  from  regional  offices  for  additional 
compliance  examiners  and  we  anticipate  continued  growth  in  the 
number  of  these  examiners. 

Our  compliance  examiners  are  provided  comprehensive 
examination  procedures  concerning  compliance  with  applicable  fair 
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lending  laws  and  regulations.   These  procedures  are  reviewed 
regularly  for  applicability  and  effectiveness  and  revised  as 
needed.   For  example,  in  April  1993,  the  FDIC  revised  its  FHA 
examination  procedures  to  provide  examiners  more  specific 
direction  and  guidance  on  the  three  basic  components  of  the  FHA 
examination  process:   collecting  and  evaluating  various 
information;  analyzing  samples  of  approved  and  denied  loan 
applications  for  possible  signs  of  discrimination;  and  reaching 
conclusions  about  an  institution's  compliance  with  fair  housing 
and  equal  credit  opportunity  laws. 

Other  initiatives  underway  for  compliance  examiners  include 
the  acquisition  of  various  demographic  data  to  assist  them  in 
better  understanding  the  communities  served  by  the  institutions 
they  examine.   For  example,  we  recently  purchased  a  series  of  CD- 
ROM  products  from  the  U.S.  Census  Bureau  containing  the  1990 
Census  data.   An  example  of  how  we  are  using  this  product  to 
provide  examiners  with  more  useful  examination  tools  is  the 
report,  "Wide  Area  Census  Tract  Profile,"  a  sample  of  which  we 
have  provided  for  the  Committee's  record.   This  profile,  prepared 
by  the  community  affairs  staff  of  our  Office  of  Consumer  Affairs, 
provides  population,  housing,  housing  costs,  income,  employment 
and  education  characteristics.   Additionally,  since  April  of  this 
year,  we  have  been  providing  our  examiners  a  series  of  HMDA 
Analysis  Reports.   These  reports,  which  can  be  customized,  allow 
examiners  to  do  more  in-depth  analysis  of  an  institution's 
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residential  real  estate  lending  practices.   Moreover,  we  are 
evaluating  the  feasibility  of  purchasing  data  integration 
software  (analysis  and  mapping)  that  will  enable  compliance 
examiners  to  conduct  more  accurate  and  comprehensive  analyses  of 
any  of  our  financial  institutions'  loan  portfolios  and  lending 
activities . 

In  the  area  of  outreach,  we  have  moved  toward  creating 
policies  and  programs  that  will  help  the  agency  be  more 
responsive  to  the  public  and  the  banking  industry.   Efforts 
intended  to  bridge  the  gap  between  financial  institution, 
regulator,  and  the  community  resulted  in  the  establishment  of  our 
Community  Affairs  Program  in  1990  within  our  Office  of  Consumer 
Affairs  (OCA) .   The  primary  mission  of  this  program  is  to 
encourage  community  outreach  activity  in  order  to  prom.ote  fair 
and  nondiscriminatory  lending,  and  to  provide  greater  awareness 
of  the  fair  lending  laws  and  regulations  nationwide.   The  program 
assists  examiners  in  carrying  out  their  fair  lending  enforcement 
responsibilities,  and  in  helping  consumer  and  community  groups, 
government  officials,  and  other  interested  groups  and  individuals 
to  understand  and  to  participate  in  the  fair  lending  and 
community  development  processes.   As  an  example,  a  report  on  the 
Indian  Tribes  in  our  Kansas  City  Region  was  prepared  to  assist 
our  examiners  in  understanding  some  of  the  unique  issues  faced  by 
Native  Americans.   A  copy  of  this  report  was  submitted  for  the 
record. 
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A  Community  Affairs  Officer  and  staff  are  assigned  to  each 
of  the  eight  Division  of  Supervision  regional  offices. 
Recognizing  the  importance  of  monitoring  and  analyzing  HMDA  data 
and  in  educating  financial  institutions  and  examiners  on  anti- 
discrimination practices,  we  are  currently  adding  a  Fair  Lending 
Specialist  in  each  regional  office  and  in  the  Office  of  Consumer 
Affairs  in  the  Washington  Office.   Most  of  these  positions  will 
be  filled  by  the  end  of  November  1993. 

The  FDIC  also  disseminates  fair  lending  information  to  the 
industry  and  the  public,  including  various  pamphlets  developed  on 
an  interagency  basis  that  address  practices  that  constitute 
discrimination.   We  provide  speakers  for,  and  participate  in, 
fair  lending  conferences  and  seminars  throughout  the  country. 
The  FDIC  also  sponsors  one-day  compliance  seminars  for  financial 
institutions  where  fair  lending  laws  are  frequently  a  significant 
part  of  the  agenda.   In  addition,  for  over  a  decade,  the  FDIC  has 
provided  a  toll-free  consumer  hotline  for  callers  with  complaints 
and  inquiries  about  various  consumer  protection  laws. 

It  is  not  enough  simply  to  oversee  the  fair  lending 
activities  of  institutions.   We  also  realized  the  need  to  take  a 
look  within  our  own  agency  to  determine  what  changes  were  needed 
to  more  effectively  and  efficiently  enforce  fair  lending  laws. 
Earlier  this  year,  we  established  an  internal  fair  lending 
working  group  to  further  explore  ways  to  strengthen  the 
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enforcement  of,  and  compliance  with,  the  fair  lending  laws.   This 
group,  comprised  of  senior  level  staff  from  around  the  country, 
was  charged  with  the  mission  of  analyzing  the  FDIC's  existing 
programs  and  procedures  for  preventing,  detecting,  and  correcting 
discriminatory  credit  practices.   This  report,  which  has  been 
presented  to  FDIC  management,  has  over  4  0  recommendations 
addressing  such  topics  as:  (1)  the  FDIC's  organizational 
structure,  culture,  policies,  and  procedures;  (2)  the  FDIC's 
examination  and  supervisory  process  for  monitoring  compliance 
with  the  fair  lending  and  other  consumer  protection  laws  and 
regulations;  3)  the  handling  of  consumer  complaints;  and  4)  our 
outreach  efforts  to  provide  information  to  the  public,  financial 
institutions  and  Congress.   A  number  of  these  recommendations  are 
being  implemented  and  a  decision  by  FDIC  management  on  the  others 
will  be  announced  by  mid-November  of  this  year.   For  example,  our 
process  for  handling  consumer  complaints  is  undergoing  a  thorough 
review  by  the  Office  of  Consumer  Affairs  ("OCA")  to  improve  the 
overall  efficiency  of  services  provided. 

As  you  are  aware,  the  subject  of  lending  discrimination 
continues  to  be  a  cause  for  concern.   One  recommendation,  in 
particular,  from  the  fair  lending  working  group  calls  for  the 
development  of  testing  guidelines  for  institutions  to  use  to  root 
out  discriminatory  lending  practices  at  the  pre-application 
stage.   These  guidelines  are  expected  to  be  completed  by  yearend. 
However,  institutions'  willingness  to  share  the  results  of  their 
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programs  with  the  regulators,  or  to  self -test  at  all,  may  be 
undermined  by  the  current  requirement  that  the  regulators  refer 
all  pattern  and  practice  violations  to  the  Department  of  Justice 
("DOJ").   That  is,  under  existing  law,  if  an  institution  finds  a 
pattern  or  practice  violation  through  testing  and  we  become  aware 
of  it,  even  if  corrective  measures  have  already  been  taken,  we 
are  required  to  refer  these  cases  to  DOJ.   Congress  may  want  to 
consider  amending  the  Fair  Housing  and  Equal  Credit  Opportunity 
Acts  to  permit  some  discretion  in  referrals  to  DOJ  where  the 
regulators  have  determined  that  appropriate  corrective  measures 
have  been  taken. 

III.  FDIC  EFFORTS  TO  COORDINATE  WITH  THE  OTHER  FEDERAL 
REGULATORY  AGENCIES 

I  mentioned  earlier  that  neither  financial  institutions  nor 
communities,  separately,  can  expect  to  effect  changes  in  the 
lending  area.   They  must  form  partnerships.   The  same  can  be 
said  of  the  regulatory  agencies.   Separately,  each  agency  is 
working  to  improve  fair  lending  enforcement,  to  encourage 
lending,  and  to  conduct  outreach.   But  we  all  realize  that  we 
cannot  work  in  a  vacuum.   Therefore,  we  have  joined  forces  to 
encourage  greater  awareness  of  fair  lending  and  to  encourage  safe 
and  sound  lending  throughout  neighborhoods,  including  those 
designated  as  low-and-moderate- income . 
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A  significant  development  is  the  Administration's  Credit 
Availability  Program,  which  was  announced  on  March  10,  1993,  by 
the  four  federal  banking  and  thrift  regulators,  including  the 
FDIC.   The  "Interagency  Policy  Statement  on  Credit  Availability" 
seeks  to  improve  credit  availability,  especially  for  low-and- 
moderate  neighborhoods  and  disadvantaged  rural  areas  served  by 
small-and  medium-sized  businesses. 

To  implement  the  credit  availability  program,  the  agencies 
subsequently  announced  several  initiatives  that  address:   lending 
discrimination  and  fair  lending;  documentation  of  loans; 
appraisal  requirements;  regulatory  reporting  requirements; 
valuation  of  real  estate  collateral;  and  examiner  loan  review  and 
improved  coordination  of  examinations.   These  initiatives  are 
designed  to  make  credit  available  in  an  equitable  and 
nondiscriminatory  fashion.   The  initiatives  also  should  result  in 
more  available  credit  to  minority  and  small-  and  medium-sized  ■ 
businesses . 

Our  work  with  the  other  financial  institution  regulatory 
agencies  continues  in  the  form  of  interagency  committees  in 
Washington  and  in  various  parts  of  the  country  that  focus  on  fair 
lending  issues  from  the  examination  and  consumer  affairs 
perspectives.   The  Consumer  Compliance  Task  Force  of  the  Federal 
Financial  Institutions  Examination  Council  ("FFIEC"),  which  is 
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based  here  in  Washington  and  which  the  Director  of  the  FDIC's 
Office  of  Consumer  Affairs  currently  chairs,  has  a  number  of 
projects  underway  to  address  fair  lending.   For  example,  the  Task 
Force  is  working  to  make  HMDA  data  publicly  available  as  early  as 
possible  and  to  make  the  data  more  easily  accessible. 

CONCLUSION 

To  say  that  there  is  unfinished  business  in  the  fair  lending 
area  is  an  understatement.   Much  work  still  needs  to  be  done 
before  any  of  us  will  be  satisfied  that  barriers  to  credit 
availability  in  this  nation  have  been  overcome. 

The  FDIC  believes  that  strong  and  cooperative  fair  lending 
actions  by  the  banking  industry,  supervision  by  its  regulators, 
and  partnership  efforts  by  community  groups  and  individuals,  can 
only  be  beneficial.   Thus,  we  will  continue  to  support  the  full 
implementation  of  the  President's  CRA  initiatives  and  remain 
diligent  in  carrying  out  our  own  policies  to  enforce  CRA  and  fair 
lending. 
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INTRODUCTION 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  pleased  to 
offer  the  Office  of  Thrift  Supervision's  (OTS)  views  on  President 
Clinton's  Community  Reinvestment  Act  (CRA)  Reform  Initiative,  and 
our  fair  lending  examination  and  enforcement  efforts.   Both  of 
these  subjects  are  very  much  in  the  forefront  of  our  supervisory 
activities  and  we  are  committed  to  taking  an  affirmative, 
progressive  posture  toward  them. 

My  testimony  will  describe  our  efforts,  in  conjunction  with 
those  of  the  other  regulatory  agencies,  to  establish  and  implement 
the  President's  CRA  initiatives.   My  testimony  will  also  describe 
efforts  we  are  undertaking  and  the  problems  we  face  in  fulfilling 
our  fair  lending  responsibilities.   Finally,  I  will  touch  on  OTS' 
affordable  housing  initiatives. 

CRA  REFORM 

President  Clinton's  Reform  Initiative 

There  is  a  critical  need  to  ensure  that  communities  in  this 
country  have  access  to  credit.   Communities  and  financial 
institutions  can  work  together  under  CRA  to  use  credit  as  an 
engine  for  growth  and  revitalization.   That  message  forms  the 
underpinning  of  President  Clinton's  CRA  Reform  Initiative.   There 
are  problems  with  our  current  approach  to  the  CRA.   Therefore,  we 
welcome  the  President's  reform  initiative. 

We  believe  the  President's  initiative  is  intended  to  achieve 
several  objectives.   Let  me  begin  by  summarizing  his  specific 
requests  to  the  agencies.   First,  he  instructed  us  to  work  with 
bank  and  thrift  institutions,  the  public,  and  the  Congress  to 
develop  a  new  approach  to  CRA  that  emphasizes  performance  rather 
than  documentation.   Second,  he  asked  us  to  complete  this  reform 
effort  by  January  1,  1994.   Third,  he  stated  we  should  develop  a 
well-trained  corps  of  examiners  specialized  in  the  CRA.   Finally, 
he  asked  that  we  work  to  promote  consistency  and  fairness,  improve 
CRA  performance  evaluations,  and  institute  more  effective 
sanctions  against  poor  performers. 

The  President  suggested  that  the  new  evaluation  standards 
focus  specifically  on  three  types  of  community  reinvestment 
activities  in  both  urban  and  rural  areas: 

(1)  lending  to  low-  and  moderate- income  individuals  and 
neighborhoods,  small  businesses,  and  small  farms; 

(2)  investments  in  low-  and  moderate- income  neighborhoods;  and, 

(3)  the  provision  of  banking  services  to  residents  of  low-  and 
moderate- income  neighborhoods. 
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In  short,  the  President  asked  us  to  rethink  the  regulations 
that  implement  the  CRA.   This  request  recognizes  that  the  CRA  is 
one  of  the  more  controversial  pieces  of  banking  legislation 
enacted  in  the  past  15  years.   The  controversy  over  CRA  has 
intensified  in  the  past  few  years.   The  law  has  never  been 
popular  with  many  financial  institutions  who  even  today 
complain  with  some  justification  about  vague  standards  and 
unnecessary  costs  associated  with  compliance.   Conversely,  the 
agencies'  administration  of  the  CRA  has  never  entirely  pleased 
community  groups,  who  have  consistently  called  for  clearer 
standards  and  stronger  enforcement. 

The  President's  announcement  presents  both  a  challenge  and 
an  opportunity  to  lessen  the  controversy  over  CRA,  to  refocus 
interagency  regulatory  efforts  on  the  original  intent  of  the  law 
by  encouraging  service  to  underserved  communities,  and  to  reduce 
regulatory  burden. 

To  meet  this  challenge,  the  agencies'  goal  is  to  reform  CRA 
regulations  and  supervision  to  improve  service,  including 
lending  performance,  clarify  standards,  and  make  CRA  performance 
assessments  more  objective.   We  believe  this  goal  can  be  met 
without  adversely  affecting  safe  and  sound  banking  practices. 

Overview  of  Public  Hearings 

During  August  and  September  1993,  the  agencies  held  seven 
public  hearings  throughout  the  nation  to  solicit  comments  on  the 
CRA  reform  effort.   Hearing  participants  were  asked  to  comment 
on  four  key  questions: 

(1)  In  what  specific  ways  can  the  CRA  regulations  be  improved 
to  provide  increased  performance,  clarity,  and  objectivity? 

(2)  In  what  specific  ways,  if  any,  have  the  existing  12 
assessment  factors  forced  banks  and  thrifts  to  maintain 
unnecessary  and  unproductive  CRA  documentation?  How  should 
they  be  changed? 

(3)  What  objective  factors  should  be  incorporated  into  the  new 
CRA  standards  to  focus  CRA  activities  on  lending, 
investments,  and  banking  services? 

(4)  And,  finally,  in  developing  new  CRA  performance  standards, 
should  differences  in  banks  and  thrifts  (location, 
corporate  structure,  product  lines,  etc. )  be  explicitly 
taken  into  account? 

The  hearings  were  well  attended  and  constructive.   We 
listened  to  many  witnesses  in  those  hearings,  including 
representatives  of  community  groups,  small  businesses,  and  the 
banking  and  thrift  industries.   The  witnesses  raised  a  variety 
of  issues  and  concerns.   I  was  personally  impressed  not  only  by 
the  candor  of  most  witnesses,  but  by  the  strength  of  their 
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convictions. 

Performance-based  Standards 

Both  the  industry  and  conununity  groups  indicate  that  the 
current  CRA  evaluation  system  places  too  much  emphasis  on 
documentation  of  process  rather  than  actual  results;  and  that 
there  is  too  much  subjectivity  in  the  evaluation  process. 

During  the  hearings,  there  was  some  debate  as  to  whether 
quantitative  measurements  should  be  used  to  measure  performance. 
There  was  also  debate  as  to  what  those  measurements  should  be 
and  how  they  would  take  into  account  differences  in  communities 
and  institutions.   Given  the  special  characteristics  of  each 
community  and  the  financial  institutions  serving  it,  we  do  not 
believe  that  CRA  evaluations  can  be  based  on  an  entirely 
objective  set  of  performance  criteria.   Institutions  must  retain 
the  flexibility  to  respond  to  unforeseen  contingencies  and 
differences  among  community  needs. 

A  number  of  participants  felt  that  an  institution's  size, 
location,  and  business  orientation  should  be  considered  in 
developing  new  performance  standards,  and  that  certain 
exemptions  should  be  available  for  small  and  minority 
institutions.   Some  participants  suggested  that  minority 
institutions  should  be  allowed  to  target  their  lending  practices 
to  a  designated  minority  group  rather  than  a  designated 
community.   Other  participants  suggested  that  the  agencies 
establish  incentives,  such  as  a  "safe  harbor,"  for  institutions 
with  good  CRA  performance,  although  many  strongly  opposed 
incentives  by  arguing  that  they  would  reward  an  institution  for 
doing  what  the  law  already  required. 

There  was  a  good  deal  of  discussion  about  the  absence  of 
branches  or  banking  services  in  many  urban  and  rural  areas. 
Many  participants  argued  that  banking  services,  including 
branching  activities,  should  be  considered  in  evaluating  CRA 
performance. 

Many  participants  supported  the  idea  of  requiring  financial 
institutions  to  develop,  with  local  community-based 
organizations,  a  strategic  CRA  plan  that  would  be  subject  to 
review  and  approval  by  the  appropriate  regulatory  agency.   In 
this  way,  CRA  performance  could  be  tied  to  a  particular 
institution  and  its  community,  and  the  institution's  performance 
could  be  measured  against  what  was  set  forth  in  its  strategic 
plan. 

At  this  point,  I  cannot  tell  you  exactly  what  the  new 
performance  standards  or  evaluation  criteria  will  be.   However, 
we  would  like  to  see  those  standards  or  criteria  take  into 
account  the  nature  of  a  given  community  and  the  particular 
characteristics  of  the  financial  institutions  that  are  chartered 
to  serve  that  community.  We  also  want  to  develop  clearer  and 
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more  objective  CRA  standards  to  reduce  regulatory  uncertainty 
for  financial  institutions  as  well  as  promote  increased 
community  lending,  investment,  and  services.   CRA  guidelines 
that  use  both  quantifiable  and  judgmental  factors  to  evaluate  an 
institution's  performance  in  meeting  the  needs  of  its  community 
would  be  very  beneficial. 

Examination  Procedures  and  Approach 

The  examination  procedures  for  CRA  were  developed  on  an 
interagency  basis  to  help  ensure  consistency.   Even  so,  given 
the  subjective  nature  of  the  underlying  performance  attributes, 
two  examiners  reviewing  the  same  set  of  facts  and  circumstances 
might  easily  come  to  different  conclusions.   The  current  level 
of  subjectivity  in  the  examination  process  is  unfair  to 
financial  institutions.   It  also  makes  it  difficult  for  the 
public  to  make  meaningful  comparisons  of  the  performance  of 
different  financial  institutions  in  the  same  community. 

As  part  of  the  President's  mandate  for  reform,  the  agencies 
will  rewrite  the  examination  procedures  in  a  way  that  makes 
better  use  of  objective  measures  of  performance.   We  believe 
that  increased  objectivity  promotes  better  CRA  performance. 
Adding  clarity  to  the  process  cuts  down  on  aspects  of  the 
current  system  that  are  considered  burdensome  and  costly. 

Many  hearing  participants  stated  that  examiners  need  to  be 
better  trained  on  the  CRA  and  that  they  should  be  more 
consistent  in  the  rating  process.   In  line  with  the  President's 
request,  we  will  increase  the  training  our  examiners  receive 
in  the  CRA. 

No  one  denies  that  we  can  do  better,  but  I  would  like  to 
mention  the  most  important  component  of  OTS'  CRA  examination 
process  -  our  specialized  compliance  examination  program.   Under 
that  program,  which  we  established  in  1989,  compliance 
examinations  are  conducted  by  specially  trained  and  career 
professional  examiners  in  our  five  regional  offices.   We  have 
also  established  a  new  "Community  Affairs  Liaison"  position  and 
have  formally  elevated  the  management  level  of  the  compliance 
examination  program. 

CRA  compliance  is  reviewed  as  part  of  each  compliance 
examination.   A  substantial  portion  of  the  curriculum  of  our 
three  compliance  schools  is  devoted  to  CRA  training.   We  must 
now  turn  our  attention  to  supplementing  that  training  for  our 
compliance  examiners  and  developing  training  programs  on 
affordable  housing  loan  evaluation  for  our  safety  and  soundness 
examiners. 

Public  Evaluations 

Public  CRA  evaluations  of  financial  institutions  should 
thoroughly  explain  the  factors  that  lead  to  the  assignment  of  a 
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particular  rating.   The  evaluations  should  permit  meaningful 
comparisons  of  ratings,  including  comparisons  of  institutions 
regulated  by  different  agencies. 

We  intend  to  consider  ways  to  make  it  easier  for  members  of 
the  public  to  obtain  copies  of  CRA  evaluations.   Copies  of 
evaluations  are  available  from  institutions,  but  the  public 
frequently  prefers  to  request  them  directly  from  the  regulators. 
This  might  require  contact  with  four  separate  agencies  in  order 
to  obtain  copies  of  evaluations  on  institutions  in  a  particular 
community.   Facilitating  access  to  copies  of  evaluations  would 
stimulate  more  active  community  participation  in  the  CRA 
process. 

Enforcement 

Community  groups  in  particular  criticized  the  agencies  for 
not  properly  enforcing  compliance  with  the  CRA.   The  enforcement 
of  the  CRA  relies  primarily  on  the  agencies'  authority  to  deny 
corporate  applications  from  institutions  with  unsatisfactory  CRA 
records.   Institutions  that  are  not  planning  any  corporate 
applications  face  few  consequences  for  unsatisfactory  CRA 
performance.   We  need  to  review  outside  avenues  outside  of  the 
application  process  to  encourage  satisfactory  performance  for 
all  institutions. 

Other  Issues 

There  was  considerable  discussion  about  the  types  of 
activities  for  which  an  institution  should  receive  "CRA  credit." 
Some  complained  about  the  lack  of  CRA  credit  for  lending 
activities  of  groups  or  consortiums  that  lend  outside  an 
institution's  delineated  community  but  serve  low-  and 
moderate-income  areas.   The  recommendations  made  to  address  CRA 
credit  included  adopting  a  broad  definition  of  "community"  to 
include  these  types  of  investments,  giving  credit  for  such 
investments,  and  giving  credit  for  other  activities  that 
indirectly  impact  lending  (e.g. ,  loan  counseling  and  borrower 
education) .   This  latter  activity  was  considered  critical  to  the 
lending  process  in  many  low-income  areas. 

A  particularly  contentious  issue  involved  the  coverage  of 
any  proposed  Home  Mortgage  Disclosure  Act  (HMDA)  or  CRA 
revisions.   Many  participants  felt  that  CRA  coverage  should  be 
expanded  to  include  lenders  other  than  financial  institutions, 
such  as  mortgage  brokers.   Similarly,  many  supported  the 
expansion  of  HMDA  data  to  include  small  business  and  other 
commercial  real  estate  activities  of  financial  institutions,  and 
also  suggested  that  data  on  lending  activities  of  rural 
institutions  not  covered  by  HMDA  be  made  available  to  the 
public.   Finally,  some  participants  suggested  ways  to  expand  the 
secondary  market  for  nonconforming  single-family  home  loans,  and 
for  creating  a  secondary  market  for  multifamily  and  small 
business  loans. 
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Specific  Reforms  to  Ensure  Effectiveness  and  Efficiency 

We  have  not  completed  our  review  of  the  written  testimony 
presented,  but  one  thing  is  abundantly  clear:   there  is  much 
dissatisfaction  with  the  current  system.   Beyond  that,  however, 
the  record  is  less  clear  -  there  are  significant  differences  in 
approach  and  philosophy  that  need  to  be  ironed  out,  and  there 
are  many  different  ideas  regarding  what  the  problems  are  and 
how  they  should  be  solved. 

Our  challenge  is  to  translate  the  thoughtful  and 
constructive  criticisms  of  the  current  system  into  a  new  system 
that  works.   This  is  not  an  easy  task,  and  our  ultimate  results 
may  not  please  everybody.   Nonetheless,  we  believe  there  are 
opportunities  for  improvement  in  the  regulations,  examination 
policies  and  procedures,  examiner  training,  performance-based 
standards,  public  evaluations,  and  enforcement. 

FAIR  LENDING  INITIATIVES 

Major  Supervisory  Issues 

Discrimination  is  intolerable,  socially  and  economically 
destructive,  and  unequivocally  illegal.   An  essential  part  of 
our  mission  is  to  ensure  that  the  savings  associations  we 
regulate  treat  loan  applicants  fairly  and  consistently  under 
the  law.   As  laudable  as  this  mission  is,  achieving  it  raises 
complex  issues.   First,  as  supported  by  the  recent  work  of  the 
Federal  Reserve  Bank  of  Boston  and  the  U.S.  Department  of 
Justice  (DOJ),  we  need,  among  other  things,  better  detection 
tools  to  properly  analyze  disparate  lending  patterns  appearing 
in  HMDA  data  and  to  uncover  both  overt  and  subtle  differences 
in  the  way  applicants  are  treated. 

Second,  the  industry  and  the  regulators  must  adequately 
address  the  impact  of  the  subtle  as  well  as  overt 
discrimination  and  certain  underwriting  standards  have  on  the 
availability  of  credit.   Forms  of  subtle  differences  in  the  way 
applicants  are  treated  include:   having  minority  loan 
applicants  wait  longer  for  loan  officer  attention  than  white 
applicants;  a  presumption  that  minority  loan  applicants  with 
some  flaws  in  their  credit  histories  are  not  creditworthy  but 
that  white  applicants  with  the  same  flaws  are  good  credit 
risks;  and  a  willingness  by  loan  officers  to  work  with  white 
applicants  with  credit  flaws  but  not  with  minority  applicants 
with  similar  credit  problems.   Underwriting  standards  such  as 
minimum  loan  amounts,  maximum  property  age  or  minimum  property 
values  could  have  the  effect  of  excluding  minority  areas  from 
lending  activity.  The  Federal  Reserve  Bank  of  Boston  study 
suggests  that  these  differences  may  contribute  to  the  gap 
between  white  and  minority  mortgage  approval  rates.   Better 
training  of  both  examiners  and  the  industry  is  imperative  to 
address  subtle  discrimination. 
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Third,  the  regulators  face  a  crisis  of  credibility.   We 
are  perceived  as  part  of  the  problem  and  not  part  of  the 
solution.   We  need  to  take  strong  action  based  on  solid, 
well -documented  enforcement  cases  to  demonstrate  what  activity 
is  unacceptable.   This  will  serve  as  instructive  guidance  to 
the  industry. 

OTS  and  Interagency  Fair  Lending  Efforts 

As  previously  mentioned,  OTS  established  its  specialized 
compliance  examination  program  in  1989.   Under  this  program, 
compliance  examinations  are  conducted  by  specially  trained  and 
career-professional  examiners  in  our  five  regional  offices. 
The  fair  lending  laws  and  regulations  are  reviewed  as  part  of 
compliance  examinations  along  with  consumer  protection  laws, 
such  as  the  Truth  in  Lending  Act,  as  well  as  the  CRA  and  the 
Bank  Secrecy  Act. 

Last  winter,  we  began  an  internal  effort  to  carefully 
review  our  fair  lending  activities  with  the  goal  of  improving 
our  performance.   We  were  very  concerned  that  our  fair  lending 
examination  and  enforcement  efforts  were  out  of  step  with  the 
times;  we  learned  much  from  our  participation  with  the  DOJ  on 
its  case  against  Decatur  Federal  Savings  and  Loan  Association 
and  from  our  analysis  of  the  Federal  Reserve  Bank  of  Boston 
study  on  mortgage  discrimination,  and  recognized  that 
refinements  to  our  program  were  in  order. 

Consequently,  we  took  a  fresh  look  at  how  we  are 
administering  our  fair  lending  responsibilities.   We  concluded 
that  we  could  do  better.   We  developed  a  three-part  plan  to 
combat  lending  discrimination  in  the  thrift  industry  involving: 
(1)  improving  the  discrimination  detection  techniques  used  by 
our  examiners;   (2)  strengthening  our  enforcement  response  by 
ensuring  that  appropriate  referrals  under  the  Equal  Credit 
Opportunity  Act  (ECOA)  are  made  to  DOJ  and  to  the  Department  of 
Housing  and  Urban  Development  (HUD)  and  that  formal  enforcement 
actions  are  taken  to  address  noncompliance,  where  warranted; 
and  (3)  working  with  the  industry  and  other  interested  groups 
to  create  a  better  sense  of  awareness  about  discrimination 
through  education  as  a  means  of  preventing  it. 

Some  of  the  initiatives  that  we  identified  as  improvement 
opportunities  are  now  being  pursued  on  an  interagency  basis,  as 
indicated  below. 

I.   Improving  Discrimination  Detection  Techniques 

Our  fair  lending  examination  procedures  must  take  full 
advantage  of  our  recent  experience  and  of  the  HMDA  data.   The 
Federal  Reserve  Bank  of  Boston  study  on  mortgage  discrimination 
and  the  results  of  the  DOJ  investigation  of  Decatur  Federal 
raise  questions  about  the  effectiveness  of  our  current 
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examination  approach.   Clearly,  more  sophisticated 
anti-discrimination  examination  techniques  are  necessary. 

Our  current  procedures  are  based  on  a  "hypothesis  testing" 
method  that  involves  drawing  inferences  from  available  lending 
records  about  the  treatment  of  applicants  of  different  races, 
national  origins,  or  sexes.   If  a  disparity  is  identified,  the 
examiner  forms  a  hypothesis  (e.g. ,  black  males  are  treated  less 
favorably  than  white  males)  and  tests  the  affected  group 
against  a  control  group  of  similarly  situated  white  applicants. 

This  process  can  be  improved  by  developing  a  better  way  to 
compare  groups  of  applicants.   For  example,  as  made  clear  by 
the  Boston  study,  differential  treatment  is  most  likely  to 
occur  with  applicants  that  have  imperfections  or  blemishes  in 
their  credit  histories;  individuals  with  model  credit  histories 
are  able  to  obtain  credit  and  clearly  uncreditworthy  applicants 
are  not,  regardless  of  race.   Applicants  that  raise  red  flags 
require  more  subjective  evaluation  by  loan  officers,  which 
introduces  the  opportunity  for  bias  to  enter  into  the  lending 
decision. 

In  an  effort  to  improve  our  examination  approach,  we  will: 

o  Expand  and  improve  our  compliance  training  curricula  through 
the  development  of  an  advanced  compliance  examiner  training 
school  on  credit  discrimination. 

We  believe  that  an  advanced  fair  lending  class  geared  toward 
experienced  field  examiners  would  significantly  enhance  our 
training  effort.   We  are  already  planning  our  advanced  examiner 
training  school  and  are  doing  so  with  the  other  agencies.   We 
plan  to  have  a  pilot  program  in  place  in  early  1994. 

o  Work  with  other  agencies  such  as  DOJ  and  HUD,  and  civil  rights 
experts  to  explore  alternative  discrimination  detection 
techniques,  such  as  testing,  for  their  possible  application  to 
our  examination  approach. 

We  believe  that  in  order  for  us  to  improve  our  overall  fair 
lending  program,  we  have  to  be  open  to  considering  novel 
approaches.   Consequently,  we  have  discussed  testing  with 
several  civil  rights  groups  and  sent  a  letter  to  HUD  on 
March  29,  1993  offering  to  participate  in  their  testing 
program.   We  have  indicated  to  the  Urban  Institute  that  we 
would  provide  advice  and  guidance  on  a  research-oriented 
testing  project  it  would  like  to  pursue.   We  have  also  offered 
to  work  with  HUD  in  interpreting  the  results  of  the  findings 
from  its  testing  project. 

o  Support  the  Federal  Financial  Institutions  Examination 

Council's  (FFIEC)  effort  to  review  and  improve  the  fair  lending 
examination  process,  including  ways  to  better  use  HMDA  data  to 
identify  key  lending  disparities  and  potential  problems  that 
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should  receive  intensified  examination  emphasis. 

The  FFIEC  project  tc  revise  the  fair  lending  examination 
procedures  is  ongoing,  and  we  are  nearing  the  point  where  the 
new  procedures  can  be  field  tested. 

II.  Strengthened  Fair  Lending  Enforcement 

An  amendment  to  the  ECOA  in  1991  clearly  requires  the 
regulatory  agencies  to  make  referrals  to  DOJ  when  they  have  reason 
to  believe  that  one  or  more  creditors  is  engaged  in  a  pattern  or 
practice  of  discrimination  or  discouragement.   This  affirmative 
requirement  is  in  response  to  the  agencies  not  having  made 
referrals  in  the  past.   The  prior  statutory  standard  only 
authorized  referrals  to  DOJ  when  an  agency  was  unable  to  achieve 
compliance  on  its  own. 

To  strengthen  our  fair  lending  enforcement  efforts,  we  will: 

o  Ensure  that  OTS  staff  receives  adequate  guidance  and  support  in 
the  use  of  available  OTS  formal  enforcement  actions,  including 
civil  money  penalties,  for  fair  lending  violations. 

We  have  an  obligation  to  use  our  existing  enforcement  authority 
to  take  formal  action  for  violations  of  the  fair  lending  laws 
where  warranted,  and  to  working  with  HUD  in  connection  with 
alleged  violations  of  the  Fair  Housing  Act  (FHA).   We  are 
preparing  legal  guidance  for  our  field  staff  on  discriminatory 
treatment  and  the  use  of  formal  enforcement  actions  for  fair 
lending  violations.   We  will  also  be  involved  in  a  similar 
effort  being  undertaken  by  HUD  and  the  Office  of  the 
Comptroller  of  the  Currency. 

Additionally,  we  are  conducting  a  compliance  training  session 
for  our  regional  counsel  to  update  them  on  compliance  issues, 
with  a  focus  on  fair  lending  enforcement  matters  that  will 
address  standards  of  proof. 

III.  Enhance  Industiry  Education  and  External  Communications 

The  agency  can  also  play  a  larger  role  in  educating  the 
industry  about  specific  lending  standards  and  practices  that  may 
cause  discrimination,  and  in  identifying  alternatives  to  those 
standards  and  practices.   The  debate  and  discussion  in  the  fair 
lending  area  is  increasingly  not  about  overt  discrimination  but 
about  subtle  discrimination  and  seemingly  neutral  practices  that 
have  the  effect  of  discriminating. 

To  enhance  industry  education  and  external  communications,  we 
will: 

o  Develop  regional  fair  lending  seminars  for  industry  executives 
that  focus  on  regulatory  fundamentals  as  well  as  subtle  lending 
practices  that  impede  the  ability  of  low- income  and  minority 
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individuals  to  obtain  credit. 

We  are  in  the  process  of  developing  industry  seminars  on  an 
interagency  basis  and  plan  to  hold  the  first  session  in  the 
near  future. 

o  Hold  periodic  meetings  with  various  community  organizations  to 
discuss  consumer  and  fair  lending  issues,  and  to  share  ideas  on 
ways  to  improve  fair  lending  efforts. 

We  have  already  held  meetings  with  several  prominent  community 
organizations  on  our  fair  lending  strategy  and  will  continue 
this  process  in  the  future. 

IV.   Other  Initiatives 

There  are  several  other  interagency  initiatives  that  are 
ongoing  or  have  been  recently  completed. 

o  HMDA  data  plays  a  significant  role  in  our  credit  discrimination 
examination  process.   To  enhance  its  usefulness,  we  developed 
expanded  analysis  for  each  HMDA  reporter  and  each  Metropolitan 
Statistical  Area  in  which  it  originated  or  purchased  loans. 
This  analysis  pinpoints  lending  disparities  for  the  examiners 
and  enables  them  to  make  better  use  of  their  available 
examination  time. 

o  The  agencies  are  developing  a  new  supervisory  enforcement 

policy  for  the  ECOA  and  the  FHA.   Once  adopted,  this  new  policy 
will,  for  the  first  time,  set  forth  a  uniform  supervisory 
response  by  the  agencies  to  various  ECOA  and  FHA  violations. 

o  The  agencies  held  a  national  compliance  conference  through  the 
FFIEC  in  March  1993.  Fair  lending  was  a  significant  component 
of  this  examiner  training  session. 

o  On  May  27,  1993  the  agency  heads  issued  a  joint  statement  to 
the  Chief  Executive  Officers  of  regulated  financial 
institutions  regarding  the  agencies'  commitment  to  enforcement 
of  the  fair  lending  laws.   The  letter  suggested  several  fair 
lending  activities  that  financial  institutions  should  consider 
as  part  of  their  own  efforts  to  combat  discrimination. 

Cooperation  with  the  Department  of  Justice 

We  are  committed  to  working  closely  with  the  DOJ  as  part  of 
our  overall  enforcement  responsibility  under  the  fair  lending 
laws.   Our  relationship  with  DOJ  goes  back  to  the  early  stages  of 
that  agency's  investigation  of  Decatur  Federal,  when  it  indicated 
that  it  wanted  to  explore  the  use  of  an  analytical  model  to  see  if 
systematic  patterns  of  discrimination  could  be  identified  in  a 
financial  institution's  application  records. 

OTS  and  DOJ  agreed  that  both  agencies  would  benefit  from  a 
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cooperative  effort  and  that  Decatur  would  be  the  test  case.   DOJ 
was  very  interested  in  learning  about  our  examination  process  and 
how  we  test  for  discriminatory  treatment  of  mortgage  loan 
applicants.   To  our  knowledge,  DOJ  had  never  participated  with  a 
Federal  banking  regulator  in  a  field  examination  and  the  Decatur 
examination  offered  it  an  unprecedented  learning  opportunity  to 
bolster  its  experience  level  and  strengthen  the  overall 
investigation. 

Since  the  Decatur  investigation,  we  have  had  several  meetings 
with  DOJ  and  wish  to  continue  our  working  relationship  with  it  in 
a  way  that  will  be  advantageous  for  both  of  our  agencies.   For 
example,  DOJ  developed  a  listing  of  roughly  200  lenders  whose  HMDA 
records  for  1990  and  1991  indicated  possible  disparate  lending 
patterns  based  on  race,  and  provided  the  listing  to  the  banking 
regulatory  agencies  and  HUD.   DOJ  asked  each  agency  to  narrow  the 
list  of  its  institutions  down  to  four  or  five  that  might  be 
suitable  candidates  for  joint  investigations  between  the  agencies 
and  DOJ. 

We  have  nearly  completed  our  review  of  the  OTS-regulated 
institutions  on  DOJ's  list.   In  order  to  add  more  value  to  this 
process,  we  have  decided  to  conduct  special  targeted  fair  lending 
reviews  of  these  lenders  and  make  direct  referrals  to  DOJ  should 
our  findings  so  warrant. 

GTS  AFFORDABLE  HOUSING  INITIATIVE 

As  you  know,  the  thrift  industry  has  emerged  from  a  turbulent 
and  traumatic  period.   However,  those  who  have  survived  have 
weathered  the  storm  well  and  are  in  generally  strong  financial 
condition.   The  industry  now  faces  new  challenges  as  well  as  new 
opportunities . 

A  major  challenge  and  opportunity  involves  making  affordable 
housing  credit  available  to  meet  the  needs  of  low-  and  moderate- 
income  individuals.   Some  thrifts  have  already  seized  the 
initiative  and  have  found  that  providing  affordable  housing 
financing  is  a  viable  business. 

While  there  is  a  substantial  obligation  under  the  CRA  to  take 
an  active  role  in  affordable  housing,  we  prefer  to  focus  in  terms 
of  new  business  opportunities.   Government  and  the  industry  need 
to  work  together  to  help  meet  this  pressing  need  in  underserved 
communities  while  maintaining  the  safety  and  soundness  of  the 
industry. 

Over  the  past  several  months,  staff  at  OTS  have  held 
extensive  discussions  with  a  variety  of  groups  and  organizations 
with  an  interest  in  affordable  housing.   We  have  also  undertaken  a 
review  of  our  internal  processes  and  practices.   We  have  become 
aware  of  successes  already  achieved  by  thrifts  and  other  financial 
organizations  in  providing  such  financing.   We  also  recognize  the 
existence  of  various  regulatory  and  other  barriers  that  work  to 

-  11  - 


175 


impede  an  institution's  ability  to  provide  affordable  housing 
credit.   Out  of  these  deliberations  have  emerged  initiatives  for 
OTS  that  we  plan  to  carry  out  over  the  next  several  months.   Let 
me  describe  our  agenda  briefly: 

o    Review  of  risks  and  returns  —  Drawing  from  the  experience  of 
thrifts,  banks,  and  others,  we  will  review  the  risk  profile 
and  prof itaibility  of  affordable  housing  lending  over  the  past 
several  years,  and  identify  particular  techniques  or 
characteristics  that  have  been  associated  with  successful 
programs.   Our  review  will  assist  us  in  understanding  and 
evaluating  affordable  housing  lending,  and  in  making  informed 
and  intelligent  regulatory  decisions  with  regard  to  such 
lending. 

o    Examiner  training  —  We  will  develop  a  specialized  program 
for  safety  and  soundness  examiners  to  help  them  more 
effectively  evaluate  and  understand  affordable  housing 
lending. 

o    Regulatory  barriers  —  We  will  continue  to  identify 

regulatory  and  other  barriers  to  affordable  housing  lending. 
We  will  also  consider  what  measures  we  can  take,  consistent 
with  safety  and  soundness,  to  encourage  affordable  housing 
lending. 

o    Affordable  housing  lending  performance  —  We  will  explore 

methods  to  better  understand  the  affordable  housing  lending 
performance  of  the  thrift  industry  using  HMDA  data  and  other 
tools.  We  are  also  reviewing  methods  to  recognize 
outstanding  performance. 

o    Consultation  with  community  groups  and  industry  —  We  will 

meet  with  industry  and  community  groups  to  solicit  ideas  and 
input  on  our  initiatives.   We  are  very  much  interested  in 
suggestions  and  reactions  from  all  who  play  a  role  in  this 
important  issue. 

On  May  7,  1993,  we  formally  communicated  this  new  initiative 
to  the  thrift  industry  and  asked  for  its  comments.   The  response 
to  date  has  been  very  supportive,  and  many  thrifts  have  approached 
us  with  their  ideas.  We  look  forward  to  continued  support  on  this 
initiative. 

As  I  mentioned  earlier,  to  coordinate  our  affordable  housing 
initiatives  and  to  supplement  our  CRA  and  fair  lending  efforts,  we 
have  established  the  new  position  of  community  affairs  liaison  in 
each  of  our  five  regional  offices.   This  position  is  responsible 
for  directing  and  managing  community  outreach  efforts,  providing 
technical  assistance  to  staff,  examination  personnel,  savings 
association  management,  and  community  groups  on  community 
reinvestment  and  fair  lending  issues.   We  are  also  establishing  a 
similar  position  in  Washington  to  coordinate  the  work  of  the 
regional  community  affairs  liaisons,  develop  and  disseminate 
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national  policy  on  conununity  reinvestment  issues,  and  work  with 
conununity  organizations  on  the  national  level. 

CONCLUSION 

OTS  is  fully  conunitted  to  working  with  the  other  Federal 
financial  regulatory  agencies  to  meet  the  President's  goal  of  a 
new,  more  effective  CRA  program.   A  system  that  emphasizes  lending 
performance,  investments,  and  banking  services  in  low-  and 
moderate- income  neighborhoods  should  provide  the  public  and  the 
industry  with  a  more  credible  vehicle  for  measuring  whether  the 
purposes  of  the  CRA  are  being  met.   At  the  same  time,  both  the 
public  and  the  industry  should  benefit  from  clearer  performance 
standards  that  reduce  paperwork. 

I  believe  that  more  must  be  done  and  will  be  done  to 
eradicate  discrimination  from  the  credit  markets.   Our  three-part 
plan  involving  better  detection  methods,  strengthened  enforcement 
activities,  and  improved  communication  with  the  industry  and 
community  organizations  will  enhance  our  existing  specialized 
compliance  examination  approach.   Moreover,  our  involvement  in  the 
interagency  initiatives,  and  our  internal  Affordable  Housing 
Initiative  will  provide  additional  improvements  to  our  fair 
lending  activities  and  performance.   I  would  like  to  state  again 
that  discrimination  has  no  place  in  this  society.   We  are 
committed  to  do  our  part  by  enforcing  the  fair  lending  laws  in  a 
vigorous  and  fair  manner. 

I  appreciate  the  opportunity  to  discuss  these  important 
issues  with  you  and  would  be  pleased  to  answer  any  questions  you 
may  have. 
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INTRODUCTION 

Good  morning,  nny  name  is  Marshall  Plummer  and  I  am  Vice-President  of  the 
Navajo  Nation,  the  largest  American  Indian  tribe.   Mr.  Chairman,  on  behalf  of  the 
Navajo  Nation  I  would  like  to  thank  you  and  other  members  of  the  Subcommittee 
on  Consumer  Credit  and  Insurance  for  conducting  this  hearing.   I  would  also  like  to 
thank  Congresswoman  Elizabeth  Furse  for  her  interest  and  support  of  the  Navajo 
Nation  testifying  today. 

My  comments  here  today  are  intended  to  educate  the  Committee  about  the 
special  needs  of  Indian  tribes.   The  Navajo  Nation  is  hopeful  that  the  Congress  and 
Clinton  Administration  will  target  Indian  tribes  as  a  severely  underserved 
community,  ripe  for  the  reform  proposed  in  the  Community  Development  Financial 
Institutions  Act  of  1993  (H.R.  2666),  and  for  the  Community  Reinvestment  Act  of 
1977  (CRA)  reform  initiative. 

BACKGROUND 

Profile  of  the  Navajo  Nation 

The  Navajo  Nation  is  the  largest  American  Indian  tribe,  with  a  total 
population  of  219,198  enrolled  members  (13  percent  of  all  Indians  nationwide). 
The  Navajo  Reservation  is  also  the  largest  in  size  (36  percent  of  all  Indian  lands  in 
the  lower-48  states),  spanning  more  than  17  million  acres  which  extend  into  three 
states:   Arizona,  New  Mexico  and  Utah.   Our  land  base  is  comparable  in  size  to  the 
state  of  West  Virginia. 

Although  the  Navajo  Nation  is  rich  in  natural  resources  and  possesses 
tremendous  economic  potential,  socio-economic  conditions  on  the  Navajo  Nation 
are  comparable  to  those  found  in  underdeveloped  third  world  countries.   According 
to  the  1990  Census,  the  percentage  of  Navajos  living  below  the  poverty  level  waS 
approximately  56  percent  as  compared  to  approximately  13  percent  for  the  entire 
United  States.   In  addition,  the  median  household  income  on  the  Navajo  Nation  in 
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1990  was  $10,433.   The  corresponding  figure  for  the  United  States  in  1990  was 
$30,056.   Overall,  the  average  Indian  reservation  unemployment  rate-on 
reservations  located  in  32  states  across  the  country-is  56  percent.   Many  of  these 
conditions  can  be  attributed  to  a  lack  of  infrastructure.   For  example,  the  Navajo 
reservation  has  2,000  miles  of  paved  roads  while  West  Virginia,  which  is  roughly 
equivalent  in  size,  has  over  18,000  miles. 

A  financial  infrastructure  is  virtually  nonexistent  in  the  Navajo  Nation  except 
for  three  banks  in  Shiprock,  New  Mexico  and  Window  Rock  and  Tuba  City, 
Arizona.   The  vast  majority  of  Navajos  have  a  lack  of  access  to  capital  and 
financing  for  personal,  small  business  and  industrial  development  purposes.    If, 
however,  CRA  reform  is  targeted  to  include  the  needs  of  American  Indian  tribes, 
the  amount  of  lending  within  and  around  the  reservation  should  increase,  thereby 
attracting  more  businesses  onto  the  Navajo  Nation,  providing  more  jobs  for  our 
people  and  decreasing  the  deplorable  level  of  poverty. 

Border  Town  Banking 

The  Navajo  economy  is  largely  a  cash  economy  in  which  Navajo  people  have 
historically  depended  upon  traders  and  trading  posts  for  food,  goods,  cash  and 
credit.   Today,  these  trading  posts  are  remnants  of  formal  federal  government 
regulations  to  govern  trading  and  commercial  activities  between  non-Indians  and 
Indians.   In  the  very  early  years,  the  federal  government  licensed  non-Indian  traders 
to  do   business  with  Indians.    Eventually*,  these  traders  accumulated  enough  money 
to  necessitate  the  need  for  banks,  which  some  traders  established  in  off- 
reservation  border  towns  and  not  on  the  Navajo  Nation.   This  is  how  the  First 
National  Bank  of  Farmington,  New  Mexico  came  into  existence.   The  process  of 
extracting  money  from  reservation  communities,  and  lending  it  in  non-reservation 
communities,  is  probably  one  of  the  first  examples  of  community  disinvestment  and 
continues  today. 

Banking  Facilities  on  the  Navajo  Nation 

The  history  of  banking  on  the  Navajo  Nation  is  relatively  short  and  recent. 
Unlike  large  cities  and  urban  centers  which  first  established  their  financial  centers 
in  the  early  1800's,  our  first  banking  facility  was  not  built  until  the  late  1950's  in 
Window  Rock,  Arizona  and  our  second  facility  was  not  built  until  the  early  1960's 
in  Shiprock,  New  Mexico.   Our  third  and  last  banking  facility,  currently  operating 
out  of  a  trailer  in  Tuba  City,  Arizona,  was  established  in  the  middle  1960's.   These 
three  banks  are  still  operating  today.  Three  other  banks  (in  Crownpoint,  New 
Mexico  and  Kayenta  and  Chinle,  Arizona)  were  operating  on  a  temporary  basis  out 
of  trailers,  but  were  subsequently  closed.  We  are  at  least  one  hundred  years 
behind  the  rest  of  the  country  in  terms  of  providing  an  adequate  financial 
infrastructure  to  the  Navajo  people  and  as  a  means  of  assuring  that  we  can 
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contribute  to  and  benefit  fronn  the  larger  economy  of  the  United  States. 

The  number  of  banks  in  and  around  the  Navajo  Nation  is  relatively  modest.' 
As  described  above,  only  three  banl<  branches  operate  on  the  reservation  today. 
One  of  those  branches  is  located  in  Shiprocl<,  New  Mexico,  and  is  operated  by  the 
First  National  Bank  of  Farmington,  New  Mexico.    The  remaining  two  branches  are 
located  in  Window  Rock,  and  Tuba  City,  Arizona  and  are  now  operated  by  Norwest 
Bank  Arizona.    In  addition,  two  Automatic  Teller  Machines  (ATM)  are  located  in  the 
New  Mexico  portion  of  the  Navajo  Nation.   One  is  in  Shiprock  and  is  operated  by 
First  National  Bank  of  Farmington,  while  the  other  is  in  the  community  of  Navajo, 
New  Mexico  and  operated  by  Sunwest  Bank  of  Gallup.    It  has  been  in  existence  for 
less  than  one  year.   There  is  no  banking  available  in  the  Utah  portion  of  the  Navajo 
Nation.   Surrounding  banks  in  nearby  border  towns  include  Sunwest  Bank  of 
Gallup,  New  Mexico,  which  also  has  a  branch  in  Tse  Bonito,  New  Mexico. 
Norwest  Arizona  has  additional  branch  offices  in  towns  which  border  the  western 
part  of  the  Navajo  Nation,  including  Flagstaff,  Winslow  and  Holbrook,  Arizona. 

Collectively,  approximately  90  percent  of  the  total  reservation  land  area  is 
designated  by  these  banks  in  their  Community  Reinvestment  Statements  as  part  of 
their  targeted  area,  while  the  remaining  ten  percent  is  targeted  by  the  First  Security 
Bank  of  Utah  located  nearly  50  miles  away  from  Navajo  communities  in  the  town 
of  Monticeilo,  Utah. 

The  lack  of  financial  institutions  f>as  created  a  tremendous  hardship  on 
tens  of  thousands  of  Navajo  people,  many  of  whom  must  travel  up  to  four  hours 
round-trip  to  the  nearest  facility  for  even  basic  banking  services.    Because  of  the 
long  distances,  it  is  not  uncommon  for  many  Navajo  employees  to  take  leave  from 
work  on  the  day  they  receive  their  paycheck  in  order  to  deposit  or  cash  it.    Despite 
this  tremendous  inconvenience,  our  communities  continue  to  grow,  further 
increasing  the  need  for  financial  institutions.   Navajo  savings  and  checking  deposits 
are  on  the  rise  in  those  banks  that  are  located  on  the  reservation  as  well  as  those 
found  in  neighboring  border  towns.   Yet,  credit  opportunities  for  Navajo  banking 
customers  and  business  owners  are  still  severely  limited  or  non-existent. 

Trust  Lands  as  a  Unique  Lending  Issue  in  Indian  Country 

Land  ownership  is  unique  in  that  land  on  the  Navajo  reservation  is  either 
tribal  trust  lands,  individual  Indian  trust  lands,  patent  fee  non-Indian  lands,  patent 
fee  Indian  lands  or  railroad  lands.   Title  to  trust  lands  is  held  by  the  federal 
government  and  not  by  the  tribe.   Local  bankers  generally  state  that  credit  is 
difficult  or  impossible  to  extend  to  Navajos  living  on  the  Navajo  Nation  because 
most  of  the  reservation  lands  are  held  in  trust  by  the  federal  government.  They 
mistakenly  conclude  that  collateral  cannot  be  perfected  on  these  lands  and  that 
they,  the  banks,  cannot  provide  the  credit  that  is  needed  while  remaining  in 
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compliance  with  the  regulatory  policies  of  the  United  States.    Sonne  banks  have 
gone  so  far  as  to  state  that  to  do  otherwise  would  mean  that  they  are  breaking  the 
law. 

The  Navajo  Nation  vigorously  disagrees.    Many  of  the  subject  banks  have  not 
adequately  researched  or  otherwise  familiarized  themselves  concerning  issues 
related  to  Indian  trust  lands,  collateral,  repossession  and  the  extension  of  credit. 
Instead,  based  on  incomplete  information  and/or  misunderstandings,  banks  attempt 
to  justify  their  inaction  by  stating  that  non-lending  to  reservation  residents  is  a 
business  necessity  which  is  required  as  part  of  their  risk  management  efforts,  and 
their  efforts  to  comply  with  the  federal  financial  supervisory  agencies  regulations. 

Repossession  on  the  Navajo  Nation 

The  Navajo  Nation  believes  that  lending  can  be  extended  to  Navajo  residents 
if  banks  recognized  Navajo  law  and  procedure  which  affords  businesses  redress 
through  repossession  and  enforcement  of  contracts.    Most  of  the  banks  in  and 
around  the  Navajo  Nation  have  stated  that  repossession  is  a  very  big  problem  for 
them  in  terms  of  collecting  their  collateral.   Yet  the  Navajo  Nation  has  a 
repossession  law  which  is  available  as  a  remedy  to  Navajos  and  non-Navajos. 
Further,  the  Navajo  Nation  has  an  approved  Commercial  Code  that  governs 
business  transactions  generally.   The  Navajo  Commercial  Code  was  designed,  in 
part,  to  address  bank  concerns  and  encourage  them  to  become  more  active  in 
lending  on  the  Navajo  Nation.    Navajo  laws  and  tribal  court  decisions  interpreting 
them  are  published  and  available.   Attorneys  at  the  Navajo  Nation  Department  of 
Justice  can  assist  banks  and  others  that  have  questions  or  require  further 
information. 

Thus,  a  major  hurdle  that  needs  to  be  overcome  by  the  banking 
establishment  is  their  unwillingness  to  avail  themselves  of  Navajo  law  and 
remedies.   Banks  suggest  that  lending  on  reservations  requires  parties  to  enter  into 
conflict  resolution  agreements  between  the  tribe  and  the  banks  in  which  conflicts 
or  disagreements  will  be  handled  by  federal  or  state  courts.   This  disregards  the 
fact  that  the  locus  of  the  bank  and  the  transaction  is  on  the  Navajo  Nation.    In  the 
case  of  the  Navajo  Nation,  the  tribal  court  system  presents  the  appropriate  forum 
for  handling  financial  or  collection  issues  if  they  arise,   indeed,  banks  and/or 
businesses  that  are  subject  to  the  laws  and  jurisdiction  of  the  Navajo  Nation 
assume  far  less  "risk,"  if  any,  than  do  many  corporations  that  have  international 
operations  and  submit  to  the  jurisdiction  of  the  foreign  countries  in  which  they 
operate.   In  short,  the  Navajo  Nation  is  willing  to  be  flexible  and  creative  in  its 
efforts  to  facilitate  an  environment  conducive  to  increasing  banking  activities. 
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Developing  a  Self-Sufficient  Economy 

It  is  very  important  to  our  future  that  we  Incorporate  banlcs  and  or 
community  development  financial  institutions  into  our  economy.   The  Navajo 
Nation's  broad  economic  development  efforts  require  the  availability  of  financial 
services  capable  of  assisting  the  Navajo  Nation's  attempts  to  stimulate  and  create 
a  self-sustaining  economy.   Our  plan  to  expand  the  Navajo  private  sector  through 
the  creation  of  new  businesses  will  require  considerable  investments  in  order  to  be 
successful. 

Currently  the  Navajo  economy  is  experiencing  a  massive  amount  of 
economic  leakage  that  is  directly  attributable  to  community  disinvestment.   More 
than  $700  million  dollars  per  year  escapes  to  our  neighboring  border  towns  which 
serve  as  Navajo  regional  shopping  centers.   Many  Navajos  are  forced  to  travel  long 
distances  to  border  and  metropolitan  communities  such  as  Albuquerque,  New 
Mexico  or  Phoenix,  Arizona  to  purchase  almost  all  of  their  basic  goods,  including 
food,  clothing,  vehicles,  farm  equipment,  and  the  like.   Important  services  such  as 
automobile  repair,  laundry  and  recreational  opportunities  are  also  predominately 
found  in  outlying  communities.   This  translates  into  a  loss  of  jobs  for  our  Navajo 
communities  and  an  increase  in  the  economy  for  the  off-reservation  border  towns 
and  metropolitan  areas. 

To  reverse  this  trend,  we  are  attempting  to  accelerate  the  development  of  an 
on-reservation  private  sector.   Current  efforts  to  increase  small  businesses,  expand 
tourism  and  attract  industrial  development  will  all,  if  successful,  decrease  the 
amount  of  economic  losses  we  are  experiencing  and  increase  employment.   Again, 
these  efforts  will  require  significant  capital  to  pay  for  wages,  raw  materials  and 
other  costs,  making  financial  institutions  on  the  Navajo  Nation  a  virtual  necessity. 

Initial  Use  of  the  CRA 

For  all  practical  purposes,  despite  its  authorization  in  1977,  the  Community 
Reinvestment  Act  was  unknown  to  the  Navajo  Nation  until  two  years  ago. 
Because  the  Navajo  Nation  was  not  aware  of  the  CRA,  past  attempts  to  address 
problems  with  our  banking  industry  produced  few  positive  results.   In  the  past,  we 
have  talked  with  representatives  from  Boatmen's  Bank,  Bank  of  America,  First 
National  Bank  of  Farmington,  Citibank,  Sunwest  Bank,  First  Security  Bank  of  Utah 
and  many  others  without  success.  The  practice  has  become  all  too  common 
whereby  a  bank  seeking  a  positive  CRA  evaluation  simply  approaches  various 
Navajos  informally  and  promises  banks  and  services,  but  does  not  adequately 
consult  with  responsible  and  knowledgeable  officials  of  the  Navajo  Nation 
Government. 

For  example.  Boatmen's  representatives  visited  the  Navajo  Nation  during  the 
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time  that  they  had  an  application  before  the  Office  of  Comptroller  of  the  Currency 
in  their  effort  to  purchase  Sunwest  Banks  in  New  Mexico.   At  the  time,  they 
offered  assurances  that  they  would  work  with  the  Navajo  Nation  in  meeting  our 
banking  and  credit  needs.   However,  since  their  purchase  and  acquisition  was 
approved  and  since  they  have  received  their  CRA  evaluation,  we  have  not  heard 
from  them. 

The  Bank  of  America  has  provided  us  with  a  similar  experience.   We 
approached  the  Bank  of  America  through  their  New  Mexico  offices  after  their 
announcement  in  July  1992  to  provide  $8  million  in  loans  to  low-income  borrowers 
in  the  state  of  New  Mexico  for  1992.   These  loans  included  small  business,  home 
mortgage,  auto  and  home  equity  loans.   We  wanted  to  be  included  in  those 
opportunities.   The  Navajo  Division  of  Economic  Development  was  in  contact  with 
them  for  some  time  but  it  became  increasingly  difficult  to  even  have  the  Bank  of 
America  return  telephone  calls.   Our  Navajo  Museum  and  Library  Foundation  has 
approached  the  Bank  of  America  for  construction  funding  and  has  had  no  response. 
Their  apparent  indifference  to  the  Navajo  Nation  also  developed  after  they  received 
their  CRA  evaluations,  even  though  Bank  of  America's  CRA  statement  showed 
their  service  targeted  area  to  be  the  entire  states  of  New  Mexico  and  Arizona, 
which  includes  the  Navajo  Nation. 

Successful  Utilization  of  the  CRA 

The  most  successful  endeavor  of  the  Navajo  Nation,  in  which  extensive 
discussions  began  and  continued  to  move  forward  until  completed,  involved 
Norwest  Arizona.   Our  successful  negotiation  with  Norwest  was  due  in  large  part 
to  our  newfound  familiarity  and  utilization  of  the  CRA.    In  addition,  Eugene  Ludwig, 
and  the  Office  of  the  Comptroller  of  the  Currency  played  a  pivotal  role  along  with 
an  extraordinary  bank  president  who  was  reasonable  and  willing  to  listen  to  our 
concerns.   As  a  result  of  all  of  our  efforts,  the  Navajo  Nation  recently  received  a 
letter  of  commitment  from  Norwest  Arizona  which  aims  to  significantly  improve 
banking  services  throughout  the  Navajo  Nation  by  originating  $60  million  in  loans 
over  the  next  ten  years,  and  building  a  new  bank  in  Tuba  City,  Arizona  to  replace 
the  existing  trailer.    Norwest  has  also  agreed  to  establish  new  branches  in  Kayenta 
and  Chinle,  Arizona,  and  improve  the  branch  in  Window  Rock,  Arizona.   Finally, 
Norwest  plans  to  install  ATM  machines  at  all  of  these  locations. 

We  are  optimistic  and  hopeful  that  Norwest  will  fulfill  the  goals  set  forth  in 
its  commitment  letter  to  the  Navajo  Nation,  and  we  stand  poised  to  assist  Norwest 
in  achieving  these  banking  improvements  and  lending  standards.    In  spite  of  this, 
however,  the  Navajo  Nation  remains  apprehensive  because  of  past  negotiations 
with  banks.   We  will  keep  Congress  and  all  the  federal  financial  supervisory 
agencies  informed  to  ensure  that  the  commitments  are  honored. 
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RECOMMENDATIONS 

The  following  lists  the  Navajo  Nation's  reconnmendations  toward  targeting 
special  attention  to  the  Navajo  Nation  and  Indian  country.   Indian  country's 
economic  circunnstances  and  needs,  massive  infrastructure  deficiencies,  and 
geographical  isolation  demand  that  the  federal  financial  supervisory  agencies  take 
special  steps  to  correct  the  longstanding  reluctance  of  banks  to  locate  and  provide 
services  on  Indian  reservations  (and  to  comply  with  their  CRA  obligations  applicable 
thereto).   Without  such  special  steps-targeted  to  improving  and  expanding  Indian 
peoples'  access  to  capital  and  banking  services--the  status  quo  can  be  expected  to 
continue.   Fortunately,  the  trust  responsibilities,  treaty  obligations,  and  laws  of  the 
United  States  provide  the  basis  under  which  special  emphasis  can,  and  must,  be 
placed  on  addressing  and  resolving  years  of  neglect  regarding  these  issues. 

In  fact,  with  respect  to  the  Navajo  Nation,  and  other  parts  of  Indian  country, 
CRA  effectiveness  and  performance  can  be  improved  in  large  part  if  the  federal 
financial  supervisory  agencies  become  cognizant  of  their  federal  trust  responsibility 
to  Indian  tribes  and  Indian  people  and  carry  out  that  higher  degree  of  responsibility. 
This  would  be  complementary  to  the  other  efforts  put  forth  by  the  agencies  in 
strengthening  the  CRA  in  general. 

1)  Federal  Trust  Responsibility 

Federal  financial  supervisory  agencies  have  indicated  that  they  have  an 
interest  in  further  exploring  the  problems  of  lending  and  economic  development  In 
Indian  country.   The  Navajo  Nation  recommends  that  the  foundation  for  doing  so  is 
recognition  by  those  agencies  of  the  federal  government's  unique  special 
responsibilities  to  Indian  tribes.   Indeed,  the  federal  trust  responsibility  to  American 
Indians  is  not  the  province  of  a  single  federal  agency,  but  of  the  entire  federal 
government.   This  will  provide  a  context  in  which  to  proceed  in  a  manner  that 
dignifies  American  Indians  and  assures  a  higher  standard  of  care.   The  federal  trust 
responsibility  of  all  federal  financial  supervisory  agencies  would  mean  that, 
consistent  with  their  other  statutory  duties,  choices  made  by  the  agencies  must 
take  into  consideration  and  defer  to  the  needs  and  interests  of  the  beneficiaries  of 
that  trust-Indian  tribes  and  Indian  people.   Federal  financial  supervisory  agencies 
must  focus  their  efforts  on  examining  banking  policies  which  impact  Indian  country 
and  do  all  things  necessary  and  feasible  to  ensure  that  American  Indian  CRA 
interests  are  met. 

2)  Mandatory  Negotiations  with  Indian  Tribes 

The  Navajo  Nation  recommends  that  ail  financial  institutions  which  are 
regulated  by  the  federal  financial  supervisory  agencies  and  whose  delineated 
territory  includes  or  should  include  parts  of  Indian  country,  be  mandated  to 
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negotiate  with  the  respective  tribal  government  in  that  territorial  area.    On  the 
Navajo  Nation,  for  example,  mandating  consultation  and  negotiation  could  help  to 
allay,  at  the  outset,  concerns  attributable  to  misinformation  or  misunderstandings 
by  banking  institutions  that  are  unfamiliar  with  Indian  lands  and  related  issues. 

3)  Interstate  Banking 

The  Navajo  Nation  recommends  that  an  interstate  banking  exemption  be 
provided  to  the  banks  and  financial  institutions  operating  on  or  near  the  Navajo 
Nation  in  order  to  provide  the  full  array  of  banking  services  to  Navajo  people.   The 
Navajo  Nation  exists  within  the  three  states  of  New  Mexico,  Arizona,  and  Utah.   To 
address  the  Navajo  Nation's  banking  needs  under  these  circumstances  is  extremely 
difficult.   Banks  operating  within  the  Navajo  Nation  should  operate  anywhere  within 
the  Navajo  Nation  regardless  of  the  location  of  their  headquarters'  state. 

4)  Federal  Visibility 

Federal  financial  supervisory  agency  heads  and  examiners  must  visit  Indian 
reservations,  including  the  Navajo  Nation.   This  will  provide  such  officials  with 
firsthand  knowledge  of  the  unique  conditions  in  Indian  country,  and  better 
understanding  of  the  unique  needs  thereof.   While  urban  America  is  important, 
Indian  country's  unique  circumstances  require  that  its  banking  needs  be  elevated  to 
the  highest  policy  levels  at  those  agencjes  so  that  decisionmakers  can  begin,  on  an 
urgent  basis,  to  address  responsibilities  to  Indian  country  that  have  been  neglected 
for  years. 

5)  Outreach  to  Indian  Country 

Most  of  Indian  country  continues  to  be  unaware  of  the  CRA  and  its  use  as 
an  effective  economic  tool.   In  fact,  if  the  Navajo  Nation  had  not  sought  out  the 
guidance  of  the  federal  financial  supervisory  agencies  and  community  reinvestment 
organizations,  the  recent  negotiations  with  Norwest  would  not  have  been  as 
successful.    Many  American  Indian  tribes  are  not  in  the  position  to  conduct  such 
research  and  do  not  have  the  resources  to  seek  out  the  federal  financial  supervisory 
agencies  for  guidance.    As  such,  the  Navajo  Nation  strongly  recommends  that  CRA 
implementation  include  a  vastly  expanded  program  of  outreach  to  Indian  country. 

6)  Reservation  Lending  Study 

Although  some  research  has  already  begun,  it  is  necessary  that  the  federal 
financial  supervisory  agencies  conduct  a  thorough  study  of  banking  practices  in 
Indian  country.    Findings  and  conclusions  from  such  a  study  would  provide  the 
federal  financial  supervisory  examiners  with  specific,  fact-based  criteria  to 
incorporate  into  their  bank  examiners'  training,  and  increase  knowledge  and 
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understanding  of  the  unique  lending  issues  as  related  to  Indian  country,  specifically 
trust  lands,  and  related  collateral  issues. 

7)  Do  Not  Reduce  CRA  Documentation 

It  is  our  experience  tliat  banks  in  and  around  the  Navajo  Nation  act  on  very 
few  of  the  12  CRA  assessment  factors,  yet  they  still  receive  satisfactory  ratings. 
It  is  therefore  difficult  to  believe  that  those  factors  create  an  unnecessary  and 
unproductive  CRA  documentation  trail  for  banks  to  maintain.   Banks  have  become 
quite  adept  at  manipulating  these  documents  to  obtain  a  desired  CRA  rating  for 
their  institution  while  putting  forth  minimal  efforts  in  the  Indian  community  to 
justify  it.   Documentation  only  becomes  unproductive  and  useless  when  federal 
supervisory  agencies  allow  these  documents  to  be  reviewed  unchallenged. 
Documentation  should  be  scrutinized  by  the  agencies  and  used  as  an  opportunity  to 
further  examine  the  actual  involvement  of  banks  with  their  respective  communities. 

8)  Develop  Objective  Criteria 

Both  with  regard  to  documentation,  and  to  facilitate  the  agencies'  ultimate 
determination  of  CRA  compliance,  objective  criteria  should  be  established  relative 
to  CRA  obligations  on  Indian  reservations.   The  historic  use  of  subjective 
ratings/compliance  standards  has  utterly  failed  to  bring  to  Indian  communities  the 
benefits  Congress  envisioned  when  it  adopted  the  CRA.   Development  of  objective 
criteria  will  place  both  Indian  reservations  and  banks  (as  well  as  federal  examiners) 
on  notice  of  benchmarks  that  must  be  met  to  ensure  compliance.    Development  of 
special  CRA  objectives  for  Indian  reservations  is  warranted  by  Indian  country's 
unique  circumstances  and  dire  economic  conditions,  and  justified  by  the  federal 
trust  responsibility  and  the  unique  legal  and  political  status  of  Indian  tribes. 

For  example,  banks'  responsibilities  to  conduct  a  community  "credit  needs 
ascertainment"  must  be  clarified,  so  that  banks  will  understand  that  merely  having 
informal  discussions  with  various  community  members  or  taking  informal 
comments  from  banking  customers  is  inadequate  to  satisfy  ascertainment 
requirements.   The  importance  of  a  "credit  needs  ascertainment"  is  so  great  that 
objective  criteria  should  be  defined  in  order  to  identify  effectively  a  particular 
community's  credit  needs  and  undertake  specific  actions  to  address  those  needs. 
On  Indian  reservations,  a  bank's  responsibilities  in  this  area  must  include  mandatory 
consultation  with  the  recognized  tribal  government. 

9)  Utilize  and  Expand  Sanctions 

Federal  financial  supervisory  agencies  must  make  full  utilization  of  all 
sanctions  available  to  them  to  enforce  the  law.   Otherwise,  banking  institutions 
have  no  incentive  to  respond  to  the  needs  of  Indian  country.  A  strong  message 
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must  be  sent  to  the  financial  industry  that  full  use  of  regulatory  powers  to  enforce 
the  CRA  laws  will  be  forthcoming  if  serious  deficiencies  exist  in  a  particular 
community. 

In  particular,  commitments  made  by  banks  in  their  CRA  compliance 
activities--or  as  part  of  their  attempts  to  document  CRA  compliance  In  conjunction 
with  requests  for  approval  of  applications-should  be  made  enforceable  contractual 
obligations.   Agency  approvals  should  be  made  contingent  on  a  bank's  living  up  to 
its  CRA  commitments  (as  presented  to  the  agencies),  and  third-party  beneficiaries 
(such  as  Indian  communities)  should  be  authorized  to  pursue  breach  of  contract 
actions  if  these  binding  representations  are  not  satisfied. 

10)  Department  of  Justice  ' 

The  Navajo  Nation  recommends  that  the  Department  of  Justice  step-up  its 
efforts  to  look  into  possible  civil  rights  and  other  violations  relative  to  lending 
issues  on  Indian  reservations  and  coordinate  with  the  federal  financial  supervisory 
agencies  accordingly. 

CONCLUSION 

The  need  to  improve  the  economic  conditions  prevalent  on  the  Navajo  Nation 
is  of  critical  importance  to  the  future  of  our  Nation  and  our  people.   We  view  the 
CRA  as  a  very  important  tool  to  increase  the  amount  of  lending  activity  on  the 
Navajo  Nation,  and  thereby  assist  in  the  creation  of  jobs  for  our  people  and  of  a 
self-sustaining  economy.   Our  recent  success  in  utilizing  the  CRA  to  obtain  a  letter 
of  commitment  from  Norwest  Arizona  has  proven  it  to  be  indispensable. 

However,  we  recognize  the  implementation  of  CRA  goals  requires  the 
knowledge  of  the  community  and  the  assistance  of  the  federal  financial  supervisory 
agencies  to  render  it  useful.   For  approximately  fifteen  years,  we  were  basically 
uninformed  on  CRA  matters  and  during  that  time  it  was  of  no  value  to  us.    For  all 
practical  purposes  it  did  not  exist  on  Navajo  lands  until  1991,  when  we  began 
researching  its  potential  application  to  our  situation.   With  the  technical  assistance 
of  Native  Action,  the  Center  for  Community  Change,  the  National  Coalition  for 
Community  Reinvestment  and  the  Shorebank  Advisory  Services,  Inc.,  the  Navajo 
Nation  is  developing  its  knowledge  and  skills  regarding  the  CRA  and  is  beginning  to 
utilize  it  successfully.   The  Navajo  Nation  will  continue  negotiations  with  financial 
institutions.   And  with  the  complementary  assistance  of  the  federal  financial 
supervisory  agencies,  the  Navajo  Nation,  and  other  American  Indian  tribes, 
substantial  improvements  to  existing  financial  infrastructures  must  be  realized. 
Hopefully,  the  net  result  will  be  that  the  quality  of  life  on  Indian  reservations  can  be 
improved  substantially. 
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Politically,  the  tendency  will  be  to  focus  on  urban  Annerica,  but  a  moral 
obligation  mandates  that  the  CRA  specifically  focus  on  the  most  economically 
deprived  areas  which,  not  surprisingly,  include  Indian  country.   As  Navajo  Nation 
President  Peterson  Zah  has  testified: 

"Stated  simply,  there  is  no  single  group  of  U.S.  citizens  that-uniformly- 
is  more  economically-deprived  than  American  Indians  living  on 
reservations;  there  is  no  classifiable  set  of  locations  that--uniformly--is 
more  deficient  in  infrastructure  and  job  opportunities  than  Indian 
reservations." 


"Helping  American  Indians  to  help  themselves  is  neither  a  Democratic 
issue  nor  a  Republican  issue;  it's  not  a  conservative  policy  or  a  liberal 
policy;  it's  not  even  a  "special  interest"  issue.  Rather,  it  is  a  "human" 
issue  that  must,  and  deserves  to  be,  addressed  from  a  national 
perspective  on  a  bipartisan  basis,  and  with  a  real  sense  of  urgency 
warranted  by  the  deplorable  conditions  existing  in  Indian  country- 
conditions  which  truly  are  a  national  disgrace." 

Congress  recently  took  an  historic  first-step  to  encourage  private  sector 
economic  development  on  Indian  reservations  when  it  established  at  the  Navajo 
Nation's  insistence-at  Sections  13321  and  13322  of  the  Omnibus  Budget 
Reconciliation  Act  of  1993— Indian  reservation  investment  and  employment  tax 
incentives.   A  logical  and  necessary  "next  step"  would  be  to  facilitate  the  banking 
services  and  credit  availability  that  can  help  maximize  the  potential  benefits  to 
Indian  country  that  these  incentives  are  designed  to  produce.   Toward  that  end,  the 
special  government-to-government  relationship  between  Indian  tribes  and  the  U.S. 
government  mandates  that  federal  financial  institutions  carry  out  a  higher  standard 
and  obligation  to  American  Indians  than  has  historically  been  the  case. 

Thank  you  for  allowing  the  Navajo  Nation  to  testify  today.   We  look  forward 
to  working  diligently  with  the  Congress  and  the  federal  financial  supervisory 
agencies  to  achieve  critically-needed  progress  on  the  issues  which  we  have 
addressed  today. 
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Good  morning,  Mr.  Chairman  and  members  of  the  Subcommittee. 
My  name  is  Allen  J.  Fishbein  and  I  am  General  Counsel  of  the 
Center  for  Community  Change  (CCC)  and  Director  of  the  Center's 
Neighborhood  Revitalization  Project.   I  should  also  add  that  I 
am  a  former  member  of  the  Federal  Reserve  Board's  Consumer 
Advisory  Council  and  currently  serve  on  the  Federal  National 
Mortgage  Association's  Housing  Impact  Advisory  Council. 

CCC  is  a  national,  not-for-profit  organization,  based  here 
in  Washington,  DC,  that  provides  research  and  assistance  to 
community  groups  working  in  low  income  and  minority  communities 
across  the  country.   Our  work  in  the  community  reinvestment  and 
fair  lending  fields  spans  nineteen  years,  in  which  time  we  have 
trained  hundreds  of  grassroots  organizations  and  also  monitored 
the  performance  of  the  bank  supervisory  agencies  in  carrying  out 
their  responsibilities  under  the  Community  Reinvestment  Act 
(CRA) ,  Home  Mortgage  Disclosure  Act  (HHDA) ,  and  the  fair  lending 
laws.   CCC  is  also  a  founding  member  and  serves  on  the  Board  of 
Directors  of  the  National  Community  Reinvestment  Coalition, 
whose  members  are  engaged  in  efforts  nationwide  to  expand  access 
to  credit  for  low  income  and  minority  communities. 

Chairman  Kennedy,  I  wish  to  thank  you  for  the  opportunity 
to  testify  here  today  before  this  Subcommittee.   We  commend  you 
for  holding  these  oversight  hearings  on  the  Clinton 
Administration's  plans  for  strengthening  enforcement  of  CRA  and 
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the  fair  lending  laws.  It  has  been  our  experience  that  ongoing 
oversight  by  Congress  is  to  be  needed  to  help  ensure  that  these 
laws  are  being  adequately  enforced. 

Last  December,  we  wrote  the  then  President-Elect  to  suggest 
that  much  of  what  is  needed  in  this  area  is  tougher,  more 
aggressive  enforcement  of  the  existing  statutory  requirements. 
It  is  not  the  lack  of  laws,  but  rather  lacklustre  enforcement  of 
CRA  and  the  Fair  Housing  and  Equal  Credit  Opportunity  Acts,  which 
in  our  view,  has  contributed  to  the  continuance  of  neighborhood 
disinvestment  and  lending  discrimination  and  the  resulting 
problems  experienced  by  low  and  moderate  income  and  minority 
communities  and  households  all  across  the  country.   In  fact,  we 
believe  that  this  Administration  has  an  historic  opportunity  to 
see  to  it  that  CRA  achieves  its  full  potential  and  to  restore 
the  public's  confidence  in  Federal  policing  of  the  nation's  fair, 
lending  laws. 

We  have  been  encouraged  to  see  the  Administration  move 
quickly  to  establish  its  credibility  in  this  area.   This  was 
desperately  needed,  since  many  of  us  believe  that  the  national 
regulatory  enforcement  apparatus  has  lacked  both  the  capacity 
and  will  to  aggressively  police  banks,  savings  institutions,  and 
other  lending  institutions. 
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President  Clinton  deserves  praise  for  his  appointment  of 
Eugene  Ludwig  as  his  new  Comptroller  of  the  Currency.  Comptroller 
Ludwig  is  the  Administration's  point  man  on  the  CRA  reform 
initiative.   He  has  impressed  us  both  with  his  sincerity  and  his 
commitment  to  working  to  improve  the  way  these  laws  are  enforced. 

Further,  we  are  pleased  to  see  that  HUD,  under  the  leadership 
of  Secretary  Henry  Cisneros  and  Assistant  Secretary  Roberta 
Achtenberg,  has  taken  a  number  of  positive  steps  signaling  that 
it,  too,  intends  to  be  much  more  actively  involved  in  pursuing 
lenders  who  discriminate  against  minorities. 

Yet,  the  true  test  of  this  pudding  will  be  in  the  stirring. 
Sincerity  and  commitment  can  go  only  so  far,  and  we  on  the 
community  side,  are  waiting  to  see  what  will  be  the  actual 
products  of  these  efforts.   Perhaps  more  than  anything  else,  the 
Administration  needs  to  appreciate  fully  the  role  of  citizen 
monitors  in  detering  redlining  and  lending  discrimination. 
"Regulation  from  below,"  as  it  has  been  termed,  has  been  vital 
to  whatever  success  CRA  has  achieved.   We  firmly  believe  that  it 
will  continue  to  be  needed  to  augment  the  more  formal  regulatory 
apparatus.   The  Administration  must  be  careful  not  to  ignore  the 
importance  of  community-based  watchdogs  and  private  fair  housing 
agencies  in  their  efforts  to  administer  enforcement  more 
effectively. 
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EVALUATING  PRESIDENT  CLINTON'S  CRA  REFORM  INITIATIVE 

"Reforming"  CRA  depends  upon  what  you  analyze  the  problems 
to  be  with  the  existing  regulatory  scheme.   Lenders,  community 
groups,  regulators,  and  members  of  Congress  alike  have  complaints 
about  CRA  and  the  way  in  which  it  is  enforced,  but  they  do  not 
necessarily  share  the  same  views  as  to  what  needs  to  be  fixed. 

The  President's  initiative  seems  to  have  focused  on  the 
existing  CRA  Assessment  Factors,  as  currently  contained  in  the 
regulations,  and  the  evaluation  process  for  the  initial  focus  of 
its  inquiry.   From  the  outset,  the  Administration  seemed  enamored 
with  the  idea  of  developing  a  more  "objective"  evaluation  system 
for  rating  the  community  reinvestment  performance  of  lending 
institutions.   This  approach  is  predicated  on  the  view  that  the 
lack  of  clarity  in  the  CRA  evaluation  process  is  what  is  in  need 
of  the  most  fixing. 

It  is  our  view,  however,  that  the  twelve  CRA  Assessment 
Factors  set  out  in  the  existing  regulations,  and  which  have  been 
in  place  for  over  fifteen  years,  provide  an  adequate  framework 
for  evaluating  lenders'  performance.   If  there  has  been  a  problem 
with  those  factors,  it  is  the  way  in  which  they  have  been  applied 
by  agency  examiners.   The  regulators  have  tended  to  overemphasize 
those  factors  concerned  with  "process"  (i.e.,  ascertainment  of 
credit  needs,  outreach  and  marketing,  etc.)  and  not  placed 
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nearly  enough  emphasis  on  those  factors  concerned  with  actual 
lending  performance  (i.e.,  the  extent  to  which  a  lender  is 
making  loans  to  low  and  moderate  income  people  and  minorities) . 
While  we  certainly  agree  that  the  emphasis  should  be  on  actual 
lending  activities,  rewriting  the  regulations  will  not  necessarily 
accomplish  this  objective. 

The  appeal  of  using  more  objective  rating  criteria  is 
fairly  obvious.   If  you  can  devise  a  workable  system,  it  would 
offer  greater  clarity  to  lenders  and  the  public  alike  about  what 
is  expected  under  CRA.    Vet,  we  are  dubious  about  the  use  of 
formulaic  approaches  to  determine  CRA  performance  standards.   We 
suspect  that  the  nation's  communities  and  their  credit  needs  are 
simply  too  diverse  to  construct  a  set  of  objective  performance 
standards  that  will  be  very  meaningful  measures  for  all  lenders 
and  all  communities. 

For  example,  the  need  for  loans  for  the  rehabilitation  of 
multi-family  residential  buildings  might  be  especially  great  in 
New  York  City,  but  of  only  marginal  concern  in  Topeka.  The 
challenge  would  be  to  construct  a  rating  scheme  that  could 
encompass  the  varying  credit  needs  of  large  metropolitan  areas, 
medium  sized  cities,  and  smaller,  more  rural  communities,  as 
well  as  the  varying  sizes  and  capacities  of  lenders. 
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In  fact,  nationwide  lending  formulas  could  have  perverse 
effects,  such  as  setting  lending  ceilings  in  some  communities, 
and  distorting  local  credit  markets  in  others.   Moreover,  there 
is  currently  no  suitable  base  line  data  available  to  readily 
calculate  the  actual  lending  performance  of  individual 
institutions.   Without  this  crucial  information,  it  will  be 
difficult  for  the  regulators  to  construct  formulas  that  will  not 
be  largely  arbitrary. 

In  recent  weeks.  Comptroller  Ludwig  and  some  of  the  other 
regulators  seem  to  have  been  exploring  the  efficacy  of  requiring 
banks  to  establish  individual  CRA  Strategic  Plans.   These  plans 
would  then  form  the  basis  for  the  regulators  to  measure  these 
institutions'  community  reinvestment  performance.   This  approach 
is  favored  by  some  lenders,  especially  a  number  of  the  larger  ones. 

The  Strategic  Plan  approach  has  a  certain  appeal.   It  would 
require  lenders  to  assess  and  respond  to  the  local  needs  in  all 
of  the  geographic  areas  in  which  they  have  a  presence,  which  a 
more  formulaic  approach  would  not  be  able  to  do.   Presumably, 
banks  would  be  required  to  receive  public  input  in  the  formulation 
of  their  plans,  which  we  also  view  positively. 

Yet,  the  Strategic  Plan  approach  also  places  a  heavy  burden 
on  communities  to  be  organized  sufficiently  to  provide  the 
necessary  input  in  helping  a  lender  to  develop  its  plan.   Thus, 
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the  Strategic  Plan  approach  could  disadvantage  smaller,  more 
rural  communities  or  even  larger  areas  without  active  grassroots 
community  groups.   And  of  course,  without  sufficient  public 
input,  greater  reliance  would  be  placed  on  agency  examiners  to 
determine  the  adequacy  of  a  proposed  Strategic  Plan,   The  current 
examiner  force  will  need  to  be  beefed  up  considerably  before 
they  can  undertake  such  a  task.   Moreover,  the  Strategic  plan 
approach  will  probably  necessitate  the  development  of  some  form 
of  objective  standards  or  thresholds  anyway. 

As  I  said  initially,  revising  the  CRA  evaluation  process  is 
not  an  easy  task  or  one  that  lends  itself  to  a  "quick  fix."   In 
fact,  the  more  we  study  the  issue,  the  more  we  believe  that 
reforms  to  the  rating  system  will  need  to  be  phased  in  over  3-5 
years. 

Earlier  this  fall,  a  group  of  national  organizations  began 
meeting  to  discuss  what  reforms  we  would  like  to  see  in  the  CRA 
process.  The  organizations  included  in  this  "working  group" 
include,  ACORN,  Consumer  Federation  of  America,  Consumers  Union, 
The  Enterprise  Foundation,  Local  Initiatives  Support  Corporation, 
(LISC) ,  National  Council  of  La  Raza,  and  the  National  Fair 
Housing  Alliance,  as  well  as  other  organizations  that  have  been 
actively  involved  in  this  field.   This  working  group  developed  a 
set  of  principles  that  we  believe  must  guide  the  CRA  reform 
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process.   We  have  shared  these  with  the  Comptroller's  Office,  and 
I  would  now  like  to  share  them  with  this  Subcommittee. 

First,  it  is  our  view  that  the  Administration's  CRA  reform 
initiative  should  not  be  geared  solely  to  revising  the  assessment 
factors  or  the  evaluation  process.   We  believe  that  this  is 
simply  too  narrow  a  focus.   Instead,  we  believe  that  the  following 
issues  should  be  dealt  with  by  the  Administration  at  the  same 
time  that  revisions  to  the  regulations  are  considered: 

1.  The  need  for  public  disclosure  of  small  business  and  other 
types  of  conmiunity  loem  data  on  a  geographic  basis,  and  by  race, 
ethnicity  and  gender  of  borrowers. 

Without  disclosure  of  such  information,  any  effort  to 

emphasize  performance  in  the  CRA  examination  process  will  not 

succeed.   In  addition,  such  information  must  be  publicly  available 

to  allow  for  meaningful  participation  by  the  public  in  assessments 

of  lender  performance. 

2.  Substantially  upgraded  examiner  draining  is  needed. 

Unless  examiners  are  genuine  experts  in  community  lending, 
they  can  hardly  meet  the  mandate  of  the  law  to  encourage 
institutions  to  meet  the  credit  needs  of  their  communities.   And 
credible  CRA  ratings  —  notwithstanding  any  revisions  to  the 
assessment  factors  —  ultimately  depend  on  the  quality  of  examiner 
efforts. 
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3.  Revised  compliance  st:ruct:ures . 

Each  agency  should  establish  separate  CRA,  fair  lending, 
and  consumer  compliance  divisions.   The  heads  of  these  divisions 
should  directly  oversee  specialized  consumer  compliance  examiners, 
and  report  directly  to  the  heads  of  their  respective  agencies. 

4.  Increased  opportunities  for  public  participation  in  the  CRA 
process. 

CRA  has  historically  worked  because  of  community  group 

participation  in  the  CRA  process  and  despite — not  because  of — 

the  agencies'  efforts.   CRA  reform  should  build  on  this  strength 

of  the  existing  system.   The  agencies  should  increase  formal 

comment  opportunities,  regularly  hold  public  hearings,  grant 

extensions  of  public  comment  periods  more  frequently  when 

substantive  concerns  have  been  raised  by  community  groups  about 

a  lender's  performance,  and  make  Home  Mortgage  Disclosure  data 

and  CRA  evaluations  more  timely  and  readily  accessible. 

5.  More  frequent  use  of  a  broad  range  of  enforcement  powers. 

The  CRA  statute  was  written  in  a  manner  to  enable  the 
regulators  to  use  the  full  range  of  their  enforcment  powers  to 
ensure  that  lenders  were  responding  to  the  requirements  of  the 
law.   The  implementing  regulations  were  written  in  a  manner  to 
restrict  the  regulators  ability  to  use  their  arsenal  of  sanctions. 
This  should  be  changed  as  part  of  any  revisions  to  the  CRA 
regulations. 
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In  addition,  since  the  Administration  has  chosen  to  focus 
its  primary  attention  on  the  construction  of  a  better  system  of 
performance  standards,  this  working  group  developed  another  set 
of  principles  that  we  believe  must  be  incorporated  in  any  new 
ratings  scheme.   As  part  of  this  process,  we  discussed  the 
strengths  and  weaknesses  of  both  the  formulaic  and  CRA  Strategic 
plan  approaches.   What  emerged  from  our  discussion  was  a  method 
for  evaluating  performance  that  draws  on  what  we  believe  to  be 
the  best  aspects  of  both  approaches.   The  full  text  of  these 
principles  is  appended  to  my  written  testimony  as  Attachment  I. 

The  ten  principles  we  developed  are  consistent  with  the  CRA 
plan  approach,  although  the  working  group  stopped  short  of 
endorsing  that  approach.   It  emphasizes  that  banks  should  be 
judged  primarily  on  their  actual  lending  performance,  rather 
than  on  process  and  promises.   Accordingly,  a  lender  with  a  low 
level  of  lending  in  underserved  communities  would  have  the 
burden  of  proof  in  demonstrating  that  it  had  taken  appropriate 
steps,  but  that  for  reasons  beyond  the  control  of  the  institution, 
they  did  not  translate  into  actual  loans  being  made.   Other 
activities  beyond  lending,  such  as  the  provision  of  basic  banking 
accounts,  the  location  of  its  branch  network,  and  investments 
could  also  figure  into  the  performance  rating  an  institution 
received. 
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Further,  the  principles  stress  that  lenders  must  be  evaluated 
on  their  performance  in  all  geographic  areas  in  which  they  have 
a  presence.   A  lender  should  not  be  able  to  do  a  good  job  in 
some  places,  a  bad  job  in  others,  and  still  get  a  good  rating. 

The  principles  are  not  intended  to  endorse  arbitrary  formulas 
developed  centrally  by  the  regulatory  agencies,  but  at  the  same 
time,  they  acknowledge  that  objective  "indicators"  may  have  some 
role  to  play  in  the  formulation  of  ratings  by  examiners.   The 
development  of  minimum  threshold  requirements  to  establish 
adequate  community  reinvestment  performance  is  also  contemplated, 
although  the  working  group  felt  that,  before  this  could  happen, 
base  line  assessments  of  individual  bank  performance  were  needed. 
Additionaly,  this  information  must  be  shared  with  the  public. 
Such  information  does  not  currently  exist  and  would  need  to  be 
phased- in  over  several  years.   Thus,  we  do  not  believe  that  a 
full-fledged  objective  rating  system  is  feasible  in  the  near 
future . 

Another  important  principle  endorsed  by  the  group  was  that 
examiners  should  consider  not  just  the  volume  of  loans  made,  but 
also  their  degree  of  difficulty  and  the  extent  to  which  they 
fill  critical  gaps  in  the  availability  of  credit  in  the  local 
community.   A  major  obstacle  to  the  use  of  nationwide  formulas 
to  determine  standards  for  community  reinvestment  performance 
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would  be  the  difficulty  in  encompassing  the  degree  of  difficulty 
issues. 

We  firmly  believe  that  the  two  sets  of  principles  which  are 
decribed  above  contain  the  elements  that  are  needed  to  strengthen 
CRA  enforcement,  an  objective  that  I  hope  we  all  share. 


ASSESSMENT  OF  THE  CUSRENT  STATE  OF  FAIR  LENDING  BIFORCIMENT 

("Been  down  so  long,  it  all  looks  up  to  me") 

I  am  pleased  to  say,  that  from  my  vantage  point  it  appears 
that  the  state  of  fair  lending  enforcement  is  improving.  But 
then  again,  it  had  no  where  to  go  but  up.   President  Clinton  has 
promised  to  improve  enforcement  in  this  area,  and  I  believe  the 
Administration  has  done  a  reasonably  good  job  in  getting  out  of 
the  starting  blocks. 

For  example,  just  recently  Business  Week  reported  that 
there  were  signs  of  a  new  get  tough  stance  by  the  regulators, 
the  U.S.  Department  of  Justice,  and  HUD  in  sniffing  out  unfair 
lenders.  See  attachment  II.   Yet,  to  the  best  of  my  knowledge 
enforcement  actions  have  not  been  taken  against  specific  lenders 
resulting  from  this  new  posture. 

But  to  put  things  into  perspective,  it  was  just  last  February 
that  the  Senate  Banking  Committee  Chairman,  Senator  Riegle,  stated 
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at  oversight  hearings  he  was  holding  on  mortgage  lending 

discrimination  that: 

The  Federal  regulatory  response  to  discrimination 
in  lending  has  not  been  adequate.   Regulators 
referred  only  a  handful  of  cases  to  the  Justice 
Department  for  prosecution  in  the  two  decades 
since  passage  of  the  Equal  Credit  Opportunity 
Act.   I  think  it's  fair  to  say  it's  been  a 
low  priority  over  that  stretch  of  time. 

Regulators  have  overlooked  systematic,  unfair 
treatment  of  black  and  Hispanic  mortgage  applicants. 
Monitoring  and  enforcement  procedures  I  think  have 
to  be  improved  and  they  have  to  be  improved 
now,  before  more  weeks,  months,  years  go  by, 
so  that  we  can  root  out  this  type  of  discrimination. 
(U.S.  Congress,  Senate  Banking  Committee,  "Problems 
In  Community  Development  Banking,  Mortgage  Lending 
Discrimination,  Reverse  Redlining,  and  Home  Ecjuity 
Lending,"  February  24,  1993,  p.  474.) 

Fortunately,  the  situation  appears  to  be  improving.  The 
release  of  the  expanded  Home  Mortgage  Disclosure  Data,  which  Mr. 
Chairman  you  championed,  the  subsequent  publication  of  the 
Boston  Federal  Reserve  Bank  study  showing  the  influence  of  race 
in  mortgage  credit  decisions,  and  the  Justice  Department's 
prosecution  of  its  first  "pattern  and  practice"  lending 
discrimination  suit  against  an  Atlanta  S&L,  combined  to  badly 
damage  the  credibility  of  existing  agency  enforcement  efforts. 

Shortly  after  the  Senate  Banking  Committee  hearings,  the 
then  Acting  Comptroller  of  the  Currency,  Steven  Steinbrink, 
acknowledged  that  the  examination  procedures  his  agency  had  been 
using  for  almost  fifteen  years  were  inadequate  for  uncovering 
the  types  of  differential  treatment  of  minority  credit  applicants 
that  the  Boston  Fed  study  and  the  Justice  Department's  prosecution 
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revealed  were  occurring  all  too  frequently.   He  announced  the 
existing  procedures  would  be  revamped.   The  other  regulatory 
agencies  made  similar  admissions  and  announced  that  enforcement 
efforts  would  be  improved. 

The  newly  appointed  Comptroller,  Mr.  Ludwig,  announced 
shortly  after  assuming  office  that  the  OCC  would  begin  a  new 
effort  to  uncover  and  eliminate  illegal  lending  discrimination. 
The  effort  included  revised  exam  procedures,  aimed  at  determining 
whether  applicants  with  the  same  qualifications  for  a  loan 
achieved  the  same  result,  regardless  of  their  race  or  national 
origin,  and  whether  the  bank  gave  the  same  level  of  assistance 
to  minorities  and  non-minorities  during  the  loan  process.   The 
OCC  said  that  it  expected  to  examine  about  250  national  banks 
using  the  new  guidelines  over  the  course  of  1993. 

Meanwhile,  last  May  the  Federal  Deposit  Insurance  Corporation, 
which  regulates  most  state  chartered  banks,  announced  that  it 
too  would  undertake  stepped-up  efforts  aimed  at  strengthening 
fair  lending  enforcement.   First,  it  put  in  place  revised 
procedures  for  its  examiners  to  use  in  analyzing  whether  or  not 
minorities  and  non-minorities  with  the  same  types  of  credit  and 
employment  records  are  treated  equally.   The  procedures  also 
direct  examiners  to  look  for  policies  that  appear  neutral  on 
their  face,  but  actually  have  a  discriminatory  impact  on  groups 
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protected  under  the  fair  lending  laws,  so  called  "effects  test" 
violations. 

FDIC  officials  said  that,  while  it  was  too  soon  to  tell 
whether  the  new  procedures  will  lead  to  more  banks  being  cited 
for  fair  lending  violations,  examiners  appear  to  be  raising  more 
questions  about  bank  practices  that  may  be  problematic. 

The  OCC  and  the  FDIC  last  spring  both  indicated  that  they  were 
studying  the  use  of  testers  to  look  at  how  minorities  and  non- 
minorities  are  treated  before  they  get  to  the  point  of  filing  a 
loan  application.   Testing  is  the  use  of  matched  pairs  of 
individuals,  alike  in  all  important  characteristics  except  race, 
who  are  used  to  evaluate  whether  minorities  and  non-minorities 
receive  equal  treatment  at  the  hands  of  a  lending  institution. 
Testing  has  been  used  for  many  years  in  other  types  of  civil 
rights  investigations.   I  do  not  believe,  however,  that  use  of 
testers  has  actually  been  implemented  by  either  of  these  agencies. 

Meanwhile,  HUD  has  taken  steps  to  upgrade  its  previously 
limited  role  in  fair  lending  enforcement.  Earlier  this  year, 
the  Fair  Housing  and  Equal  Opportunity  Office  contracted  with 
the  National  Fair  Housing  Alliance  to  undertake  a  pilot  mortgage 
lending  testing  program  in  three  cities.  And  just  last  week. 
Secretary  Cisneros  announced  additional  steps  his  agency  plans 
to  undertake  in  the  following  months,  such  as  investigating  FHA- 
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approved  lenders  with  poor  fair  lending  record,  increasing 
funding  for  local  efforts  to  investigate  lending  discrimination, 
the  promulgation  of  fair  lending  regulations. 

Despite  these  actions,  there  are  some  signs  that  efforts  to 
improve  enforcement  are  not  going  as  quickly  as  they  could  be. 
For  example,  at  the  February  Senate  Banking  Committee  hearings, 
Federal  Reserve  Board  Governor  LaWare,  testifying  on  behalf  of 
the  Federal  Financial  Interagency  Examination  Council,  which  he 
chaired  at  the  time,  stated  that  the  regulatory  agencies  were 
reviewing  a  list  of  approximately  200  banks  that  the  Justice 
Department  had  identified  from  the  HMOA  data  as  "being  suspicious 
situations."   (Senate,  "Lending  Discrimination  Hearings", 
p.  492.)   At  this  same  hearing,  a  Justice  Department  representative 
stated  that  his  agency  was  seeking  to  undertake  joint 
investigations  with  the  regulatory  agencies  to  follow-up  on  this 
list.   These  joint  investigations  have  not  gone  forward,  and 
turf  battles  between  the  various  agencies  appear  to  be  at  least 
part  of  the  reason  for  this.   If  this  is  true,  it  is  unfortunate, 
since  given  the  poor  track  record  of  the  entire  regulatory 
enforcement  apparatus  in  this  area,  a  coordinated  inter-agency 
approach  is  needed. 

Moreover,  notwithstanding  the  Business  Week  article,  it  is 
our  understanding  has  not  been  much  of  an  increase  in  the  number 
o^  referrals  of  lending  discrimination  cases  by  the  regulatory 
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agencies  to  the  Justice  Department,  which  has  authority  to 
prosecute  "pattern  and  practice"  cases  under  the  Fair  Housing 
and  Equal  Credit  Opportunity  Acts.   Similarly,  I  believe  that 
there  have  been  only  a  few  referrals  of  cases  generated  by 
regulatory  agency  exams  to  HUD,  which  has  the  authority  to 
investigate  possible  Fair  Housing  Act  violations.   Hopefully, 
this  will  change  in  the  weeks  and  months  ahead. 

Consequently,  we  believe  there  is  a  need  for  continuing 
oversight  by  this  Subcommittee  to  help  ensure  that  progress  in 
this  area  continues.   Congressional  oversight  is  needed  in 
several  other  areas  as  well. 

1.   The  focus  of  fair  lending  enforcement:  needs  to  be  broadened. 

It  is  important  to  bear  in  mind  that  most  of  the  recent 
changes  in  fair  lending  enforcement  have  been  directed  at  the 
detection  of  unfair  treatment  in  the  single-family  home  purchase 
area.   Little  if  any  of  the  new  efforts  have  been  directed  at 
detecting  discrimination  in  other  areas  of  housing  finance,  such 
as  home  equity  lines  of  credit,  refinancings,  home  improvement 
loans,  as  well  as  financing  for  multi-family  dwellings. 

Additionally,  as  the  regulatory  agencies  readily  concede,  the 
revisions  to  the  fair  lending  examination  procedures  have  been 
focused  on  housing-related  credit  and  have  not  addressed 
discrimination  in  lending  to  the  minority-owned  business  sector. 
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Some  research  suggests  that  minorities,  and  African-American 
entrepreneurs  in  particular,  are  treated  differently  than  their 
non-minority  owned  firms.   Public  disclosure  of  lending  information 
in  this  area  would  help  deter  this  type  of  discrimination. 
Congress  authorized  the  regulatory  agencies  to  collect  this  type 
of  information  from  banks,  but  the  regulators  have  refrained  from 
publishing  regulations  to  require  this  type  of  disclosure. 

2.  The  Federal  Reserve  Board  and  the  other  regulators  nust  take 
steps  to  improve  the  accuracy  and  cospleteness  of  data  submitted 
by  banks  under  the  Home  Mortgage  Disclosure  Act. 

Last  June,  the  American  Banker,  a  daily  banking  trade 
publication,  reported  that  the  Federal  Reserve  Board  has  found 
significant  reporting  errors  in  mortgage  lending  data  submitted 
by  some  banks  (see  American  Banker.  "  Fed  finding  Big  Errors  In 
Bias  Data  From  Banks,"  June  24,  1993).   Community  groups  that 
are  attempting  to  analyze  the  data  have  been  finding  similar 
problems,  with  some  local  organizations,  such  as  the  Pittsburgh 
Community  Reinvestment  Group.   The  Pittsburgh  group,  for  example, 
finds  that  error  rates  ranged  from  17%  at  the  most  accurate 
local  bank  to  87%  at  the  the  least  accurate  institution. 

The  Fed  is  apparently  uncertain  as  to  whether  the  errors 
are  intentional  or  caused  by  carelessness  in  the  recordation  by 
certain  lenders,  but  is  considering  imposing  penalties  on  some 
lenders. 


18 


208 


We  believe  this  is  a  serious  problem.   Already,  experts 
witnesses  testifying  in  discrimination  suits  on  behalf  of  banks 
are  seeking  to  have  HMDA  data  dismissed  as  evidence,  citing  its 
general  inaccuracy.   The  Fed  and  the  other  regulators  must  take 
immediate  action  to  ensure  that  the  accurate  and  reliable  loan 
data  is  submitted  by  reporting  institutions.   We  urge  the 
Subcommittee  to  monitor  this  area  closely. 

3.  The   issuance  of  final  regulations  instructing  lenders  on  how 
to  inform  borrowers  about  their  right  to  obtain  copies  of  the 
appraisal  reports. 

The  Federal  Deposit  Insurance  Improvement  Act  of  1991 

(FDICIA)  required  lenders  to  provide  consumers  with  the  right  to 

obtain  copies  of  their  appraisal  reports  when  they  were  attempting 

to  purchase  their  homes.   This  provision  was  clearly  designed  to 

help  address  problems  of  discriminatory  appraisal  practices, 

long  a  concern  to  fair  housing  groups.   The  full  extent  and  the 

nature  of  the  problem  has  been  difficult  to  document  because 

many  lenders  do  not  give  borrowers  copies  of  their  appraisal 

reports . 

Last  year,  the  Federal  Reserve  proposed  regulations  to 
assure  that  borrowers  were  fully  informed  of  the  right  to  appraisal 
reports.   At  the  time,  some  of  the  Board  of  Governors  questioned 
the  need  to  for  any  regulations  to  implement  this  provision  of 
law.   Apparently  those  opposed  to  issuing  regulations  are  now  in 
the  majority  since  the  Fed  has  yet  to  publish  their  final 
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regulations  on  this  topic  even  though  comments  on  their  proposal 
were  submitted  a  year  ago. 

Here  again,  we  urge  the  Subcommittee  to  pursue  the  matter 
and  encourage  the  Fed  to  publish  final  regulations  to  implement 
th  i  s  r equ  i  r ement . 

In  closing,  Mr.  Chairman,  to  sum  up  our  view  of  the  state 
of  CRA  and  fair  lending  enforcement,  we  believe  that  the  current 
Administration  has  taken  positive  steps  to  strenthen  enforcement, 
but  it  is  also  true  that  we  are  still  awaiting  to  see  the  fruits 
of  these  actions.   We  trust  that  they  will  be  forthcoming  in  the 
not  to  distant  future. 

This  concludes  my  written  testimony,  I  will  be  glad  to 
answer  any  questions  that  you  have. 
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Attachment  I 
Proposed  Principles  for  CRA  Evaluations 

1.  The  emphasis  in  CRA  evaluations  should  be  on  the  bank's 
actual  lending  performance,  that  is,  the  extent  to  which  it  is 
making  loans  to  minority  and  low  and  moderate  income  people  and 
communities.   It  is  additionally  important  to  emphasize  the 
institution's  actual  delivery  of  banking  services,  including  the 
location  of  its  branch  offices,  its  product  lines,  and  its 
outreach  and  marketing  efforts  directed  at  low  and  moderate 
income  and  minority  consumers  and  communities. 

2.  Lenders  should  be  evaluated  on  their  CRA  performance  for  all 
of  the  types  of  loans  they  make,  not  just  housing  loans.   In 
some  cases,  mortgages  may  be  a  minor  part  of  the  evaluation. 
Information  about  all  of  their  lending  activities,  especially 
loans  to  small  and  minority-owned  businesses,  must  be  disclosed 
to  the  public. 

3.  An  institution  with  a  low  level  of  lending  in  underserved 
communities  should  generally  receive  an  unsatisfactory  rating. 
In  this  situation,  the  burden  falls  on  the  lender  to  prove  that 
it  deserves  a  higher  rating,  including  demonstrating  that  it 
took  appropriate  steps  to  ascertain  local  credit  needs,  developed 
products  that  truly  responded  to  those  needs,  and  marketed  those 
products  effectively.   Local  economic  conditions  and  other 
factors  that  might  affect  performance  could  also  figure  in  the 
determination  of  the  instution's  rating. 

4.  Lenders  must  be  evaluated  on  their  performance  in  all 
geographic  areas  in  which  they  have  a  presence.   A  lender  should 
not  be  able  to  do  a  good  job  in  some  places,  a  bad  job  in  others, 
and  still  get  a  good  rating.   Its  performance  should  be  consistent 
across  all  of  its  market  areas,  although  the  actual  type  and 
volume  of  loans  may  vary  from  market  to  market,  depending  on 
local  needs  and  conditions. 

5.  Performance  standards  must  be  based  on  needs  assessments 
conducted  in  each  local  community,  not  on  some  arbitrary  formula 
developed  centrally  by  the  regulatory  agencies. 

6.  Public  input  should  be  solicited  in  evaluating  lender 
performance.   However,  to  insure  at  least  a  minimum  level  of 
performance  across  communities  and  at  all  times,  there  must  be 
some  base  line  or  threshold  standards  that  examiners  use  for 
assessing  credit  needs  and  evaluating  lender  performance.   This 
recognizes  that  there  are  not  organized  community  groups  in  all 
communities,  and  that  even  where  active  groups  exist,  they  may  not 
always  have  the  resources  to  participate  in  each  assessment  and 
evaluation. 
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7.  In  order  to  develop  more  objective  measures  of  lender 
performance,  there  must  be  a  base  line  assessment  of  current 
performance.   This  information  should  be  shared  with  the  public. 

8 .  Examinations  should  assess  the  extent  to  which  the  institution 
approaches  community  reinvestment  activities  with  the  same 
seriousness  and  rigor  that  it  approaches  other  types  of  business, 
rather  than  viewing  it  as  a  community  relations  activity  or 
social  program. 

9.  In  assessing  lending  performance,  examiners  should  consider 
not  just  the  volume  of  loans  made,  but  also  their  degree  of 
difficulty  and  the  extent  to  which  they  fill  critical  gaps  in 
the  availability  of  credit  in  the  local  community. 

10.  Evidence  of  discrimination,  including  substantive  violations 
of  fair  lending  laws,  will  result  in  a  less  than  satisfactory 
rating. 
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SNIFFING  OUT 
]ll!FA|Rlil!DERS___ 

Clinton's  watchdogs  are  on  the  prowl— and  showing  unusual  zeal 


aaks  are  used  to  tederal  regula 
tors  maidn?  requests  tor  inionna- 
—    tion.  But  not  like  this.  In  May. 
the  Office  or  the  Comptrolier  ot  the  Cur- 
rency asked  a  unit  oi  Los  An?eies- based 
I  First  Interstate  Bank  Ltd.  to  sort  its 
:  data  on  mongage  lending  180  different 
I  ways.  Examiners  wanted  to  see  how 
I  First  Interstate  evaiuated  its  loan  appii- 
I  canu  by  race.  sex.  and  income  level. 
i  among  other  things.  The  banks  com- 
I  puter  system  devoted  an  entire  day  to 
satisfying  the  massive  document  request 
First  Interstate  is  one  oi  perhaps  doz- 
ens oi  banks  under  review  in  one  of  the 
Clinton  Administrations  most  sweeping 
regulatory  efforts  to  dale.  The  Adminis- 
tration has  made  no  secret  about  its  in- 
tention to  snuif  out  discriminatory  lend- 
ing. But  the  scope  and  muscie  of  the 
offensive  has  caught  some  bankers  by 
I  surprise.  No  fewer  than  six  different 
I  government  entities   are  rifling 
through  bank-lending  records 
to  uncover  practices  that 
[  are  unfair  to  minorities 
I  "There  will  be  casu- 
alties   in    this    be- 
cause the  govern- 
ment    wants     to 
mane  an  example." 
says  John  Relman. 
director  of  the  Fair 
Housing  Project  at 
the  Washington  Law- 
yers Committee  for 
Civil  Rights. 
'WITCHHUNT.-       The 
full-court  press  is  but- 
tressed by  the  aggres- 
sive tactics  used  in  pre- 
liminary inquiries.  Examiners 
are  taking  sworn  testimony.  Enforce- 
ment attorneys  and  court  reporters  are 
on  the  scene  even  before  evidence  has 
been  amassed.  Testers  have  been  de- 
ployed to  provide  case  studies  of  how 
similarly  situated  loan  applicants  from  an 
array  of  races  are  judged.  And  custom- 
era  are  being  queried  to  determine 
whether  race  affects  the  quality  of  ser- 
vices offered.  "It  almost  seems  like 
they  re  on  a  witch-hunt."   says  one 


branch  manager  oi  a  mortgage  company 
I  under  review. 

First  Interstate  officials  won't  com- 
ment except  to  say  thev  are  committed 
to  fair  lending.  Sut  .\ationsBank.  Char- 
lotte. N'.C.  which  just  finished  an  in- 
tensive three-month  OCC  exam,  says  the 
Feds  demands  went  far  beyond  the 
norm.  The  adversarial  nature  of  these 
probes  has  some  in  the  industry  wonder- 
ing whether  they  are  presumed  guilty. 
'In  a  normal  situation,  exammers  don't 
feel  the  need  to  get  each  syllable  on 
the  record."  says  Robert  H.  Ledig.  a 
banking  lawyer  in  Washington.  "Sitting 
there  with  a  court  reporter  and  a  raised 
right  hand  doesn't  exactly  encourage 
the  free  flow  of  discussion." 

Nonetheless,  the  strategy  is  working. 
The  comptroller's  office. 


THE  FEDS 

HAVE  UNCOVERED 
RACIAL  DISCRIMINATION  IN 
BANKS'  LENDING  PRACTICES 


>f<SMArf*a$ 


which  has  completed  8  of  its  promise 
r  20  tairiending  e.xammanons  this  year 
;  has  already  uneanhed  enough  evidencs 
I  to  warrant  reiernus  to  the  Justice  Dept. 
I  comirms  Stephen  Cross,  the  occ's  depu 
'  :y  comptroller  tor  compliance.  Cross  say; 
i  the  agency  has  found  patterns  of  dis- 
,  parate  treatment  tor  whites  and  blacks 
I  as  weU  as  instances  in  which  the  terms 
!  ot  loans  approved  tor  whites  are  better 
than  those  offered  minorities.  The  Jus- 
tice Dept.  IS  working  up  about  a  half- 
dozen  cases  01  its  own.  spurred  bv  the 
interest  that  Attomev  General  .Janet 
Reno  has  shown  in  fair-lending  matters. 
MUWtT  lusiMU*.  The  governments  in- 
tensity IS  setting  the  stage  tor  a  show- 
down between  regulators  and  bankers. 
Legal  experts  contend  that  the  law  is 
murky  about  how  to  prove  discnminato- 
ry  behavior.  The  rub  comes  from  con- 
duct that  bankers  may  view  as  sound 
business  but  regulators  consider  fla- 
grantly discriminatory.  This  is  almost  a 
new  trontier  for  the  dvil-rights  emdrce- 
ment  apparatus."  says  Charles  J.  Cooper, 
an  alumnus  of  the  Justice  Dept-'s  Civil 
Rights  Div.  under  Ronald  Reagan. 

Further  complicating  matters  is  the 
use  of  government  testers  who  pose  as 
loan  applicants.  The  Housing  &  Urban 
Development  Dept.  is  working  with  a 
civil  rights  group,  which   uses   both 
whites  and  minorities  to  fill  out  loan 
applications  with  identical  finan- 
cial    information     to     see 
whether  they  are  treated 
alike.  The  OCC  has  plans 
for   similar   reviews. 
Some  lawyers  ques- 
tion the   use  of  test- 
ers   because    they 
provide  banks  with 
fraudulent  data.  "If 
I  were  defending  a 
bank.  I'd  want  to 
bring  in  evidence 
as  to   how   many  i 
crimes  the  govern-  ' 
ment  committed  to  ! 
prove  I  was  a  bad  i 
guy,"  says  Ledig.       j 
Whatever       the  I 
government's   tac-  I 
tics,  the  crackdown  I 
is  sure  to  inspire 
bankers   to   step    up 
lending  to  minorities  and 
inner-city  commumties.  But 
there's  only  so  much  the  regu- 
lators can  do  to  alter  deeply  in- 
grained attitudes.  That  aspect  of  re- 
form inay  have  to  be  left  up  to  the 
bankers  themselves. 

By  Linda  Himeistem.  with  Keiiey  Hol- 
land, in  New  York  and  Cathermt  Yang  m 
Waskingtm 

susiNtss  wfec/ocTo»a  1 1  ims  14a 
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Federal  Reserve  Board 
CRA  Evaluations  Publicly  Released:  January  -  May,  1S^3 


Actual 

Month  of 

Examination 

"0" 

^ 

JAN 

8 

26 

FEB 

6 

18 

MAR 

5 

40 

APR 

4 

25 

MAY 

6 

19 

"N" 


"SN" 


TOTAL 

35 

25 
47 
29 
25 


29 


128 


161 


(18%)  (79.5%)  (1.9%) 


(.6%) 
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Fishbein,  Attachment  III-B 


Oflice  of  the  Comptroller  of  the  Currency     . 
CRA  Evaluations  Publicly  Released:  January  -  September  14,  1993 


"0" 

"S" 

"N- 

"SN" 

JAN 

8 

49 

3 

0       1 

FEB 

9 

54 

6 

0         1 

MAR 

12 

58 

12 

0        1 

APR 

9 

55 

6 

0         1 

MAY 

7 

60 

8 

0         1 

JUN 

7 

55 

10 

1       1 

JXJL 

16 

74 

9 

0       1 

AUG-SEPT 

25 

103 

13 

1       1 

93 

508 

67 

2         1 

TOTAL 

60 

69 

82 

70 

75 

73 

99 

142 

670 


(13.9%)  (75.8%)  (10%)  (.3%) 
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Fishbein,   Attachment     III-C 

Federal  Deposit  Insurance  Corporation 
CRA  Evaluations  Publicly  Released:  January  -  September,  1993 


"Q" 

-5- 

-N" 

"SN" 

TOTAL 

JAN 

32 

185 

14 

1 

232 

FEB 

35 

209 

8 

2 

254 

MAR 

31 

215 

15 

0 

261 

APR 

37 

219 

18 

0 

274 

MAY 

35 

242 

14 

0 

291 

JUN 

52 

271       -' 

18 

1 

342 

JUL 

43 

307 

13 

3 

366 

AUG 

46 

312 

17 

2 

377 

SEP'i 

58 

269 

27 

3 

357 

369 

2229 

144 

12 

2754 

(13.4%)  (80.9%)  (5.2%)  (.4%) 
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Fishbein,     Attachment  III-D 

Office  of  Thrift  Supervision 
CRA  Evaluations  Publicly  Released:   Quarters  Ending  March  and  June,  1993 


WESTERN  REGION 

"0» 

-S" 

"N" 

"sSN" 

TOTAI. 

JAN-MAR 

3 

12 

1 

0 

16 

APR-JUN 

2 

12 

5 

0 

19 

24 


35 


SOUTHEASTERN  REGION 


JAN-MAR 
APR-JUN 


2 
5 


36 
46 


4 
3 


0 
1 


42 
55 


82 


97 


MIDWEST  REGION 


JAN-MAR 
APR-JUN 


7 
11 


43 
42 


3 
1 


0 
0 


53 
54 


18 


85 


107 
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Mortgage  Bias 

'Worsening, 

.  vcom  Says 

A*^.c^   S^Vfcn     f^lill^ 


By  CLAUDIA  CUMMINS 


WASHINGTON  —  Despite 
heightened  attention  to  lending 
discrimination,  the  disparity  in 
!  mortgage-denial  rates  between 
black  and  white  applicants  in- 
creased in  many  cities  last  year, 
according  to  a  national  activist 
group. 

In  a  survey  of  120  lenders  in 
23  cities,  the  Association  of 
Community  Organizations  for 
Reform  Now  found  that  black 
applicants  seeking  conventional 
home  mortgages  were  rejected 
2.86  times  as  often  as  whites,  up 
from  2.72  in  1991.  The  group 
also  found  that  applications 
from  blacks  fell  20%  between 
1990  and  1992. 

"Minorities'  share  of  the 
mortgage  pie  appears  to  be 
shrinking,"  said  Maud  Hurd, 
national  president  of  Acorn. 
"Too  many  minorities  are  still 
treading  water  in  a  sea  of  lending 
discrimination." 

Despite  the  bad  news,  the  re- 
port did  show  some  progress. 
About  55%  of  the  lenders  with 
more  than  25  minority  applica- 
tions showed  some  evidence  of 
declining  differential  treatment. 

First  Broad  Analysis  | 

The  portion  of  conventional  i 
loans  originated  to  blacks  and 
hispanics  increased  last  year,  to 
9.2%  from  8.9%.  But  that  was 

See  MORTGAGE  page  3 
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Mortgage  Bias  Worsening, 
Activist  Group  Concludes 


Continued  from  page  1 

siill  lower  ihan  ihe  1 1.4%  share 

in  1990. 

The  analysis  also  found  four 
lenders  where  white  applicants 
were  actually  denied  more  often 
than  blacks  and  hispanics:  Man- 
hattan Savings  Bank.  New  York; 
Bank  One  Dallas:  First  Inter- 
state. Phoenix:  and  Bank  of  Bos- 
ton Mortgage  Corp. 

The  report  is  the  first  broad 
analysis  of  last  years  Home 
Mortgage  Disclosure  Act  data, 
including  85.652  applications 
for  conventional  single-family 
mortgages. 

Fed  Report  Due  Soon 

While  banks  have  released  in- 
dividual data  on  minority  lend- 
ing for  1992.  the  Federal  Re- 
serve has  not  yet  released 
aggregate  data  on  national 
trends.  That  report  is  due  out  in 
early  November. 

Last  year,  according  to  the 
Federal  Reserve,  minorities 
were  2.17  times  as  likely  to  be 
denied  home  mortgages  as 
whites.  In  1990  -  the  first  year 
banks  were  required  to  make  ap- 
plication information  public  - 
that  rate  was  2.35  times  as  often. 

"It  IS  going  to  take  years  to 
change  the  overall  patterns,  be- 
cause of  the  complexity  of 
what's  going  on  behind  the  num- 
bers." said  Virginia  Stafford,  an 
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■American  Bankers  Association 
spokeswoman. 

"In  relative  terms,  a  year  is 
hardly  any  time  at  all  if  you  want 
to  make  meaningful  change. 
While  it  is  very  difficult  to  find  a 
good  measure  of  how  well  our 
efforts  are  working,  we  do  be- 
lieve they  are  making  a  differ- 
ence," she  added.  - 


Some  'Shocking'  Declines 

But  community  activists  say 
the  industry  is  not  doing 
enough.  i 

"While  there  are  some  posi- 
tive changes  at  many  lenders,  it 
does  not  appear  that  the  banking 
industry  as  a  whole  is  willing  or 
capable  of  narrowing  the  minor- 
ity-loan gap  on  its  own."  the 
.Acorn  report  said.  '; 

The  report   singled  out  two  . 
lenders  for  "the  most  shocking 
deteriorations  in  performance":  J 
Citibank,   where   the   share  of . 
loans  going  to  blacks  and  his- '' 
panics  in  New  York  fell  to  3%  in 
1992  from    11%  in    1990,  and 
Sears  Mortgage  Co.,  where  in 
Chicago  the  share  fell  to  3% 
from  22.9%.  f 

And  five  lenders  rejected 
blacks  and  hispanics  more  than 
7  times  as  frequently  as  whites: 
Harris  Trust  and  Savings  Bank, 
Chicago:  St.  Paul  Federal,  Chi- '. 
cago:  Loyola  Federal  Savings  ' 
and  Loan,  Baltimore;  Sears 
Mortgage  Corp.;  and  Northern 
Trust  Co. 

Acorn  highlighted  Philadel- 
phia as  an  example  of  a  city  with 
a  strong  record  of  minority  lend-  j 
ing.  Overall,  43%  of  loans  made 
at  the  lenders  surveyed  there 
went  to  blacks  and  Hispanics 
last  year,  up  from  35.6%  in  1 990. 
In  New  York,  13.6%  of  loans 
originated  by  those  surveyed 
went  to  blacks  and  Hispanics.  D 
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Fishbein,  Attachment  VI 

ctosih^  the  MdHey  fi^tt 


Home  E^miTY 

The  Community  Reinvestrrient  Act  hdsh't  been         % 
much  help  to  inner-city  businesses,  fli'di  may  change^ 


m 


By  Peter  Pae 


IN  1977,  amid  much  hope  and 
promise,  Conp-ess  passed  (he 
Communlly  Reinvestment  Act. 
The  act.  which  required  banks 
and  saving  and  loans  to  lend 
In  all  areas  In  which  they  lalte 
deposits,  was  aimed  at  getting 
more  Investment  In  the  Inner  city. 

Sixteen  years  later,  most  black  entre- 
preneurs agree:  For  them,  the  law  has 
been  pretty  much  of  a  dud. 

"The  focus  (of  CRAl  has  not  been  on 
minority- business  lending,"  says  Sunny- 
Brent  Harding.  lormer  director  of  the 
Slate  Office  of  Minority  and  Women  Busi- 
ness Assistance  In  Massachusetts. 

Brenda  Alford.  chairwoman  o(  the 
American  AssoclaUon  of  Black  Women 
Entrepreneurs,  puts  It  more  bluntly.  "I 
haven  t  seen  any  impact  |of  the  acti  on 
our  members,"  she  says. 

Encouraged  by  Clinton 

That,  however,  may  be  changing. 
Community  groups  aren  l  yet  ready  to  cel- 
ebrate, but  Ihey  do  believe  that  changes 
are  on  the  way  that  could  finally  Iwlster 
small -business  lending  relating  to  (he  19T7 
legislation.  They  are  particularly  encour- 
aged by  President  Qlnton's  promise  to 
strengthen  the  Community  Reinvestment 
program  by  creating  a  network  of  100 
Community  Development  Banks  to  give 
out  small -business  loans  and  morlgages  In 
poor  urban  and  rural  areas. 

Moreover,  they  say.  slates  are  al- 
ready moving  to  enforce  the  pro-am  on 
their  own.  The  New  York  State  Banking 
Department,  for  example,  is  proposing 
changes  to  its  banking  rules  that  would 
strengthen  and  clarify  the  program  with 
the  idea  of  increasing  loans  to  small  busi- 
nesses in  low-income  areas.  Acknowledg- 
ing "3  shortage  in  the  availability  of 
sm  nil -business  loans. "  the  proposal  calls 
for.  among  other  things,  the  development 
of  bank  consortia  to  provide  small-busi- 
ness loans,  particularly  In  amounts  rang- 
ing from  SSO.OOO  to  S300.000.  Banks  that 
participate  In  a  consortium  could  help  en- 
hance (heir  Community  Reinvestment 
ratings. 

The  program  has  'had  minimal  Im- 
pact on  lending  to  minorllles.  but  the 
handwriting  on  the  wall  is  promising." 
says  John  Taylor,  executive  director  of 
the  NaSonal  Community  Reinvestment 
Coalition,  an  association  of  community 
groups  In  Washington,  D.C 

Ignorod  In  the  'SOs 

Proponents  say  It's  about  time.  The 
legislation  was  passed  In  1977  In  response 
to  concerns  that  banks  were  "redlining" 
around  economically  depressed  areas,  ex- 
cluding these  poor  neighborhoods  from 
Tedit  But  the  act  was  relatively  ignored 
n  the  deregulatory  environment  of  the 
mi. 

Then  In  19W.  as  part  of  the  thrlfl-ln- 

■stry  bailout,  mortgage  lenders  were  re- 

Ired  to  publicly  report  home  loans  ac- 

dlng  to  borrowers'  Income,  race  and 

ttlon.  At  last,  community  groups  had 

unmunlUOn  they  needed:  statistical 

•nee  that  black  and  Hispanic  mort- 

appllcants,  regardless  of  Income,  are 


^iack  and  White 

According  to  ont  «udy.  black-owned 
flrmo  »n  turned  down  for  bank  loans 
mor«  often  thdn  »n  white-owned  firma. 
Moreover,  the  loani  they  receive, 
particularly  rn  poor,  inner -city 
neinhtmrhooda,  are  Bmaller. 

WMrre-owNcb  ^rms: 


{20,604 


Average  loan 

AVinif«  loaah 

In  low^\iaoon¥^ 

Sount   1988  ttuJy  of  i0,139  tmailbuti/uun 
in  28  US.  cilit$  by  Timoihf  Battt,  dirrctv  of 
urban  poittj  analytu  of  CA«  Nrv  Schpot  for 
Social  Rnrarch  in  Ntv  York     ., 


At  about  the  same  lime,  new  banking 
provisions  put  more  leeth  Into  the  long-Ig- 
nored act.  The  provisions  called  for  peri- 
odic reviews  and  grading  of  banks'  lend- 
ing activities.  Good  CRA  ratings  became 
one  of  the  key  criteria  (or  obtaining  regu- 
latory approval  for  banks'  iher^r  and  ac- 
quisition plans.    ,,  ■    .      *. ,  \-;  '  •  • 

Community-]  groups  ttnewi  a  .good 
weapon  when  they  ^saw  onei  ,Uslng  ,lhe 
CRA  legislation,  the  groups  could  win  (oan 
commitments  by  threatening  to  challenge 
proposed  mergen  and  acquisitions. 

But  while  the  act  has  been  used  to  ob- 
tain inner-city  lending  commitments  from 
banks,  much  of  the  money  has  been  tar- 
geted for  housing,  with  little  going  towanl 
small  businesses.  That's  largely  because  . 
banks  aren  t  required  to  provide  data  Dd 
their  smail'business-lendln0  practiced,  a^ 
they  are  with  housing  loansi  . 

"That  Information  Is  critical  In  assess- 
ing what  Is  and  what  isn't  happening  to 
minority-business  lending."  says  Mr.  Tay- 
lor of  the  National  Community  Reinvest- 
ment Coalition.  ^  „,   ,  .J 

Adds  Allen  Flshbctn,  director  of  tne 
Washington.  D.C.  Center  tm  Community 
Change,  "We're  shooting  In  the  dark,  and 
that's  not  going  to  change  without  quanti- 
tative data." 

Falieii  Amehan^^hl 

An  effort  to  insert  ^ri  amehdmehl  to 
the  1992  banldng  bill  calling  for  banks  ; 
lo  report  their  small-buslness-lendlng 
record  was  unsuccessful.  Bankers  denied 
that  they  redllne  and  argued  that  the  pro- 
vision would  have  added  Intolerable  pa- 
perwork. . 

They  also  argue  tnat  th^  amendment 
isn't  needed.  'We've  seen  a  lot  of  exam- 
ple* of  special  programs  to  provide  lertd; 
ing  to  minority-owned  business."  says  a 
spokeswoman  for  the  American  Bankers 
Association.  'It  Is  a  result  o(  banks'  in\ 
creased  sensitivity  to  CRA."    .  f 

Community  groups  say,  the  bankers. 
overstate  their  contributions.  But, they  dd 
agree  thai  the  Community  Reinvestment 
Act's  Impact,  while  minimal,   Is  better 


banks  lending,  period."  says  Pete  Put- 
ham,  director  of  Community  Coalition 
for  Fair  Banking  In  New  York.  He  says, 
tot-. example,  that,  thanks  to  the  act.,lhe^ 
group, last  year  was  able  to  get  Bank'iCTf 
New  York  Corp.  to  expand  Its  iendlftg 
area;lo  certain  lower  Income  nelghbdf- 
hoods  In   New   York,  even   though  tf(e 
bank   didn't   have   any   branches   add 
didn't  take  deposits  In  Ihose  areas.  tli^3 
group  had  threatened  to  hold  up  Banjj.) 
of  New  York's  acquisition  of  62  Barclay-i 
Bank     branches,     alleging     the     barfk^ 
rarely  lent  money  in  poor,  moslly  minor- 
ity, neighborhoods. 

Ted  Wysockl,  executive  director  of  t^e  ', 
Chicago  Association  of  Neighborhood  Der., 
veiopmeht  Organization,  concurs.  'Thingjr 
would  be  a  lot  worse  it  we  didn  t  have.^ 
CRA,"  tie  says,  noting  that  'without  it.-lj 
don't  know  If  we  could  have  put  together-' 
_  our  Innovative  prT>gram."  *, 

Cnlbago's  Program  " ; 

Indeed.  Mr.  Wysockls  association  has, 
recently  been  able  to  get  17  banks,  in  con- , 
Juclion  with  the  state,  to  finance  a  "micro- 
loan  "^  program  in  Chicago.  Under  the  pco-.. 
gram,   which   helps   banks   fulfill   their 
Community    Reinveslment    requirement  ■ 
the  stale  government  agreed  lo  inject  lI9  * 
million  In  slate  deposits  wlfh  the  banks, 
with  the  Interest  generated  from  the  de-, 
poslti  \i>  be  used  to  provide  loans  and* 
tralnliig  to  minority-owned  business  in-- 
the  inner  city.  ; . » 

>Urieda  dbckery  was  one  of  the  bene^  * 
HciartW.  When  she  started  her  travel 
agerttJ^i-U  Sertd  Me  Travel  In  the  Jacksofil 
t'arkiarea  of  Chlcago-in  1991.  she  . 
couldn't  get  a  bank  loan.  Instead,  she  bor;., 
rowed  $10,000  from  close  friends.  "  -^ 

Banks,  she  says,  wouldn  t  even  con- 
sider the  venture  because  she  wasn  t  able < 
to  show  a  track  record  of  running  a  busf- 
hess  for  two  years. 
. ,      "It's  sort  of  like  Catch  22."  says  Ms.- 
Dockery.  "You  have  to  prove  yourself  that 
yod  can  run  a  business,  but  how  can  you^ 
do  that  when  they  won't  lend  lo  you  to" 
start  the  business  In  the  first  place."      .   ^ 

But  last  November.  Ms.  Dockery  re-- 
celved  a  15.000  bank  loan  through  the 
Chicago  program,  Aithough  the  loan  was 
for  only,  haU  as  m\jch  as  she  wanted,  shf ' 
used  It  primarily  to  add  new  office  equip- 
ment. Moreover.  Ms.  Dockery  says,  it  will  f 
be  invaluable  in  eventually  persuading 
bankfl  to  lend  her  more  money,  helping  to 
establish  bank  aedit  for  the  company.. 
Ms.  bockery  hopes  that  eventually  she  , 
can  turn  to  the  banks  without  lear  of  re-  , 
Jectlotlwhen  she  needs  financing  to  ex- 
pand her  business. 

'I  t>ursued  the  kian  so  that  1  could  . 
have  viability  with  the  banks.'  Ms.  Dock- 
ery says. 

Some  simlllar  programs  are  starting., 
to  appear,  such  as  the  Massachusetts  Mi- 
nority Enterprise  Investment  Corp..  but  ^ 
they  have  been  imall  and  slow  to  grow. 
The  Chicago  program,  for  instance,  pian^  . 
to  lend  only  about  1100,000  a  year. 

"We're  providing  lending  that  couldn't . 
be  done  by  banksi'  says  Tom  Shumperi.  ', 
president  of  the  Massachusetts  program.,; 
-;The  difncuity  U  that  the  kind  of  lending 
we  do  Is , tlme-<onsumlng  and  takes  so.. 
mticn  hand  holding."  ■  <  ., 
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NORTHEAST  REGION 


JAN-MAR 
APR-JUN 


"O" 

9 

13 


"S"  "N" 


33 

35 


9 

7 


"SN" 


0 

0 


TOTAL 

51 

55 


22 


68 


16 


106 


CENTRAL  REGION 


JAN-MAR 

9 

78 

6 

0 

93 

APR-JUN 

9 

79 

12 

0 

100 

18 


157 


18 


193 


(OTS  -  ALL  REGIONS  COMBINED) 


JAN-MAR 

30 

202 

23 

0 

255 

APR-JUN 

40 

214 

28 

1 

283 

70 

416 

51 

1 

538 

(13%) 


(77.3%)  (9.5%) 


(.2%) 
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TESTIMONY  OF  MAODINE  R.  COOPER 
PRESIDENT  AND  CEO,  WASHINGTON  URBAN  LEAGUE 

SUBCOMMITTEE  ON  CONSUMER  CREDIT  AND  INSURANCE 
OF  THE  COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

OCTOBER  21,  1993 

Chairman  Kennedy  and  members  of  the  Subcommittee,  I  am  Maudine  R. 
Cooper,  President  and  CEO  of  the  Washington  Urban  League.   As  you 
may  know,  the  League  is  a  civil  rights  and  social  service 
organization  committed  to  helping  our  City's  disadvantaged 
communities.   We  are  here  today  because  it  is  these  disadvantaged 
communities — our  clients  and  constituents — that  are  directly 
affected  by  banks'  community  reinvestment  commitments  and 
policies. 

First  and  foremost,  it  has  to  be  noted  that  the  District  of 
Columbia  has  one  of  the  most  innovative  and  specific  local 
community  reinvestment  laws  of  its  kind  in  the  nation.   Added  to 
this,  our  community  has  a  strong  history  of  advocacy  and 
monitoring  to  ensure  that  local  financial  institutions  comply 
with  their  CRA  commitments.   Thirdly,  it  also  has  to  be  noted 
that  generally,  the  institutions  in  our  community  have  been 
receptive  and  willing  to  work  within  this  formula  of  community 
advocacy  and  monitoring.   However,  in  the  same  breath,  I  have  to 
report  that  there  is  an  extreme,  longstanding  pattern  of  lending 
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disparities  in  our  City,  which  is  strongly  correlated  with  racial 
characteristics.  Z  have  pointed  out  these  facts  in  the  beginning 
of  my  testimony  as  a  point  of  reference:  if  such  disparities 
exist  in  Washington — with  its  forceful  local  law,  strong  advocacy 
commitment  and  the  banks'  willingness  to  work  with  the  comnunity- 
-it  is  unimaginable  the  extent  of  the  disparities  in  other  cities 
without  these  safeguards. 

If  you  are  not  aware,  the  Washington  Urban  League's  headquarters 
building  is  located  in  the  underserved  area  of  the  upper  14th 
Street  corridor.   Our  immediate  neighborhood  is  made  up  of  a 
diverse  group  of  all  nationalities  and  races,  with  a  common  bond 
of  being  low  income  or  working  class.   Our  organization — and  the 
Mayor's  Community  Empowerment  Center  located  in  our  building — 
have  heard  the  cases  of  our  neighbors  being  repeatedly  turned 
down  for  home  mortgages.   But  just  recently,  however,  has  the 
extent  of  this  disparity  been  documented  in  a  study  by  the 
Metropolitan  Washington  Planning  and  Housing  Association.   It  is 
from  that  this  yet-to-be-published  study,  entitled  "District  of 
Columbia  Financial  Institutions:   Summary  of  Lending  Activity 
With  a  Special  Emphasis  on  Underserved  and  Minority  Populations" 
that  will  give  the  Subcommittee  an  understanding  of  the  extent  of 
lending  disparity  in  our  community.   We  want  to  publicly  thank 
MWPHA  for  sharing  their  data  from  this  important  study. 


226 


Briefly,  the  study  examines  the  lending  activity  of  fourteen 
financial  institutions  in  the  District  of  Columbia  as  it  relates 
to  single  family  mortgages.   Phase  I  is  an  analysis  of  lending  in 
underserved  neighborhoods;  Phase  II  focuses  on  lending  to 
minorities.   We  will  focus  on  the  major  findings  of  Phase  II; 
many  of  the  same  findings  of  this  phase  are  consistent  with  the 
first  phase,  but  use  more  recent  and  expansive  information. 

First,  in  1990,  2,157  loans  were  approved  in  the  District  of 
Columbia,  totaling  $249.6  million  loan  dollars.   Of  these 
numbers,  43  percent  of  the  loans  were  approved  for  minority 
applicants,  amounting  to  27  percent  of  the  total.   In  1991,  the 
percentage  of  approved  minority  applicant  loans  remained  constant 
at  43  percent,  but  the  amount  of  these  loans  declined  to  23 
percent  of  the  total  amount  loaned  in  that  year  ($266.0  million). 
In  other  words,  in  a  city  that  has  a  minority  population  of 
approximately  70  percent,  only  4  3  percent  were  approved  for 
mortgage  loans.   On  the  other  hand,  the  remaining  30  percent  of 
the  population — the  white  population — accounted  for  57  percent  of 
all  loans. 

This  disparity  becomes  even  more  magnified  when  only  African 
American  loan  applications  are  examined.   In  1990,  African 
Americans,  who  represent  65.8  percent  of  the  District's 
population,  received  only  39  percent  of  the  total  number  of 
approved  loans  and  24  percent  of  the  total  amount  of  loan 
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dollars.   In  1991,  African  American  applicants  again  received  39 
percent  of  the  total  number  of  approved  loans,  but  the  amount  of 
these  loans  declined  to  20  percent  of  the  total.   Conversely, 
white  applicants  received  41  percent  of  the  total  number  of 
approved  loans  accovmting  for  57  percent  of  the  total  loan 
amount;  in  1991,  these  numbers  increased  to  51  percent  and  68 
percent,  respectively.   And  not  only  is  the  total  number  of  loans 
and  the  amount  of  loan  dollars  skewed  based  on  race,  but  this 
disparity  explodes  when  average  loan  sizes  are  compared:   in  1990 
and  1991,  the  average  minority  loan  size  was  $72,000  and  $63,000 
versus  $160,000  and  $163,000  for  successful  white  applicants, 
respectively.   In  other  words,  in  1991,  the  average  loan  for  a 
white  applicant  was  more  than  150  percent  higher  than  for  an 
African  American  applicant.   This  is  unconscionable. 

Obviously,  these  disparities  in  lending  based  on  race  translate 
into  lending  disparities  based  on  geographic  location.   For 
example.  Wards  3  and  5  share  approximately  17  percent  of  the 
District's  owner-occupied,  single-family  units.   Yet, 
predominantly  white,  affluent  Ward  3  accounts  for  23  percent  of 
all  loans  made  in  the  City,  while  minority  ward  5  accounts  for 
only  11  percent.   Additionally,  Wards  4  and  5,  each  with  minority 
populations  of  at  least  85  percent,  account  for  37  percent  of  the 
District's  single  family  housing  stock,  yet  together  did  not 
accvunulate  more  than  27  percent  of  loans  issued  by  the  fourteen 
financial  institutions  studied. 
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More  dismal  facts.   As  of  the  end  of  1992,  of  the  213  branch 
banks  located  in  the  District,  only  seven  branches  were  located 
east  of  the  Anacostia  River:  seven  in  Ward  7  and  two  in  Ward  8, 
Even  though  11.9  percent  of  the  population  resides  in  Ward  8, 
they  have  access  to  basic  banking  services  in  only  two  branch 
banks.   Conversely,  40  branch  banks  are  located  in  affluent  Ward 
3  to  serve  12.8  percent  of  the  City's  population — a  difference  of 
less  than  one  percent  from  Ward  8. 

Again,  I  want  you  Chairman  Kennedy  and  members  of  the 
Subcommittee  to  understand  that  these  shameful  statistics 
represent  a  community  that  is  considered  to  have  one  of  the  most 
innovative  and  stringent  local  CRA  laws  in  the  country.   Can  you 
imagine  what  these  types  of  statistics  will  bring  to  light  in 
communities  without  even  this  one  safeguard? 

Recommendations 

Obviously,  we  need  to  do  something  about  fair  lending  disparities 
in  the  District  of  Columbia  and  other  communities,  and  it  needs 
to  be  done  now.   And  it  is  not  just  only  a  question  of  forcing 
the  banks  to  change  their  lending  practices — although  this  is  a 
major  part — but  it  will  also  have  to  include  challenging  the 
community  at  large  and  the  banking  regulatory  agencies  to  also 
change . 
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First,  there  must  be  a  concerted  effort  to  recruit  and  train 
minorities  for  banX  management  positions.   In  fact,  the  League 
strongly  believes  that  some  minority  employment  component  should 
be  included  as  part  of  the  federal  CRA  reform  process. 
Currently,  minorities  tend  to  be  concentrated  in  the  lower-level 
occupations,  including  clerical  support  and  teller  positions. 
Upper  and  middle  management  positions — including  the  especially 
important  underwriter  and  loan  originator  positions — are  held  by 
relatively  few  minorities.   This  employment  pattern  in  itself  is 
intolerable,  and  becomes  even  more  so  because  it  perpetuates 
discriminatory  lending  practices. 

It  is  basic  human  nature  for  every  person  to  have  certain 
inherent  biases  based  on  their  life  experiences.   Now,  if  banking 
underwriter  and  other  decision-maker  positions  are  consistently 
held  by  white  majorities  who  have  little  or  no  knowledge  of  a 
particular  underserved  minority  neighborhood  in  their  service 
area,  it  is  going  to  be  to  the  detriment  of  that  neighborhood, 
intentionally  or  not.   It  may  be  argued  that  underwriters  and 
loan  officers  are  taught  to  overcome  these  inherent  biases,  but 
the  point  is  that  there  is  still  a  lot  of  subjectivity  and 
varisdjility  built  into  the  lending  process.   A  minority  loan 
originator  from  Detroit  has  some  sage  advice:   "change  the 
employment,  and  the  lending  will  take  care  of  itself." 
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Also,  banks  should  be  encouraged  to  create  external  second  and 
third  reviews  of  mortgage  application  denials  to  ensure  equity 
and  increase  lending  to  minority  and  underserved  areas  and 
residents.   Currently,  some  banks  have  an  internal  review 
program,  whereby  the  bank  takes  "more  than  one  look"  at  denied 
loan  applications,  to  ascertain  if  there  was  in  fact  something 
missed  during  the  initial  review  that  would  have  justified  its 
approval.   Obviously,  an  inherent  problem  with  an  internal  loan 
review  policy  lies  with  the  fact  that  although  the  initial  review 
loan  officers  may  not  conduct  the  subsequent  reviews,  the  bank's 
general  orientation,  policies,  operating  procedures — in  other 
words,  its  general  "culture" — will  still  apply.   Instead, 
external  progreuns  should  be  established,  whereby  community 
volunteers  and  officials  from  other  institutions  conduct  the 
second,  and  sometimes  even  third  or  fourth,  review.   Nationsbank 
and  the  National  Urban  Leacfue  are  collaborating  on  a  national 
demonstration  second  review  program,  which  will  be  implemented  in 
18  affiliate  cities,  including  Washington. 

Also,  as  part  of  the  CRA  reform  process,  each  bank  operating  in  a 
local  area  should  be  required  to  establish  a  community  advisory 
committee.   In  the  District  of  Columbia,  four  committees  monitor 
their  respective  banks'  CRA  compliance  and  advise  on  a  number  of 
different  issues,  ranging  from  the  most  appropriate  mix  of 
affordable  mortgage  products  to  marketing  campaigns.   In  our 
community,  the  efforts  of  these  committees  have  resulted  in 
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significant  changes  in  bank  policy,  advertising  and  priorities. 
One  bank's  committee,  for  example,  succeeded  in  changing  the 
manner  in  which  the  bank  depicted  minorities  in  its  advertising. 
Another  committee  forced  a  change  in  marketing  strategies  aimed 
at  minority  businesses. 

Understandably,  a  major  emphasis  of  the  CRA  reform  process  will 
be  to  streamline  the  paperwork  needed  to  document  an 
institution's  CRA  compliance.   As  you  know,  the  vast  amount  of 
documentation  required  by  the  current  system  often  has,  in  fact, 
little  relation  to  whether  that  institution  is  meeting  its  CRA 
requirements.   The  Ijeague  believes  that  this  criticism  is  valid. 
Our  concern  lies  in  the  fact  that  for  most  purposes,  the 
demographic  data  used  to  determine  the  "community  needs"  is 
collected  on  a  metropolitan-wide  scale,  which  is  increasingly 
skewing  the  needs  of  the  central  city.   For  example,  in  the 
District  of  Columbia,  the  median  household  income  is  $30,727  as 
compared  to  $46,883  in  the  metropolitan  area,  a  difference  of 
over  52  percent.   And  this  disparity  will  increase  with  each 
decennial  census,  as  more  outlying  suburbs  with  vastly  different 
needs  from  the  District  are  added  to  the  MSA.   To  rectify  this, 
we  recommend  what  we  see  as  the  obvious — for  bemk  regulators  to 
evaluate  the  needs  of  the  central  city  and  the  institution's 
responsiveness  to  these  needs  by  isolating  the  central  city's 
racial  and  income  data  from  the  rest  of  the  MSA. 
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similarly,  financial  institutions  should  also  be  required  to 
disclose  the  race  of  approved  applicants  for  both  cominercial 
loans  and  consumer  loans.   Obviously,  homeownership  is  invaluable 
to  the  long-term  stability  of  a  community,  but  equally  important 
to  our  community  is  small  minority  business  development.   In 
fact,  in  some  of  the  immediate  areas  around  our  headquarters 
building,  it  is  these  minority  businesses  that  are  the  heart  of 
the  neighborhood  and  serve  as  the  spark  for  increasing  the 
interest  in  its  housing  stock.   Additionally,  it  is  also 
important  for  financial  institutions  to  document  the  race  of  the 
applicants  approved  for  consumer  loans  because  it  is  often  these 
loans  that  establish  and  build  upon  the  credit  needed  to  purchase 
a  home. 

Thank  you  Chairman  Kennedy  and  members  of  the  Subcommittee  for 
this  opportunity  to  present  the  Washington  Urban  League's  views 
and  recommendations,   with  the  leadership  of  both  the  Legislative 
and  Executive  branches,  the  CRA  will  become  a  more  powerful  tool 
to  serve  our  community's  financial  needs. 
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Mr.  Chainnan  and  members  of  the  Subcommittee: 

My  name  is  Cathy  Bessant  and  I  am  the  Community  Investment  Executive  for 
NationsBank.  I  appreciate  this  opportunity  to  share  my  company's  position  on  the 
Community  Reinvestment  Act. 

NationsBank  is  the  fourth-largest  bank  in  America.  We  serve  more  than  660 
communities  from  the  District  of  Columbia,  south  to  Miami  and  west  to  El  Paso.  It  might 
surprise  you  to  learn  that  40%  of  our  service  area  meets  the  definition  of  an  underserved 
market.  So  for  my  company,  community-based  lending  is  far  more  than  the  right  thing  to 
do,  and  it's  more  than  good  business  -  it  is  also  absolutely  critical  to  our  success  as  a 
company.   Long-term  community  prosperity  directly  impacts  our  corporate  prosperity. 
So,  we  have  implemented  a  community  investment  program  with  very  aggressive  goals - 
which  we  are  exceeding. 

You  may  be  aware  that  our  chairman,  Hugh  McColl,  has  pledged  that  we  will  make  $10 
billion  in  community  investment  loans  by  the  end  of  this  decade.  In  the  first  year  of  this 
pledge,  NationsBank  loaned  more  than  $2.2  billion  for  affordable  housing,  small 
businesses  and  community  development  projects.  I  am  proud  to  say  that  we  are  on  a  pace 
to  exceed  our  ambitious  $10  billion  goal. 

I  do  not  intend  to  document  our  conununity  lending  accomplishments  today.  Full  details 
are  contained  in  our  written  submission.  Suffice  it  to  say  that  our  efforts  have  been 
aggressive  and  varied.  We  have  gone  beyond  promises  and  are  producing  results.  Are 
we  where  we  want  or  need  to  be?  Of  course  not  Not  yet,  anyway.  But  it  remains  our 
goal  to  be  the  leader  in  conununity  development  lending. 
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I  stress  that  nobody  -  and  certainly  no  regulation  -  compels  us  to  make  this  effort.  We  do 
it  because  we  see  the  potential  of  this  market  and  we  want  to  act  on  every  opportunity.  It 
is  highly  ironic  and  enormously  frustrating,  then,  to  find  ourselves  hampered  by  the 
Community  Reinvestment  Act  -  the  very  law  that  is  supposed  to  promote  this  effort.  At 
the  risk  of  preaching  to  the  choir,  Mr.  Chairman,  I  respectfully  urge  you  and  your 
colleagues  to  help  strengthen  the  CRA. 

Now,  you  may  have  heard  that  my  company's  position  on  CRA  reform  is  not  always 
popular  within  our  industry,  that  we  have  "sold  out"  or  given  away  "bargaining  chips." 
Therefore,  let  me  be  very  clear:  I  speak  only  for  NationsBank.  NationsBank  advocates  a 
stronger,  more  results-oriented  law.  Our  communities  rightfully  demand  it,  and  our 
desire  to  be  effective  requires  it. 

To  be  blunt,  the  CRA  does  not  do  what  its  framers  intended.  Most  people  outside  the 
banking  industry  -  and  perhaps  even  some  of  you  -  think  the  CRA  encourages 
community  lending  results.  In  fact,  the  law  emphasizes  process  at  the  expense  of  results 
and  detracts  from  our  community  development  efforts.  Our  regulators  look  more  closely 
at  our  documentation  than  at  the  amount  of  community-based  lending  we  do.  Because  of 
this  orientation,  banks  with  similar  performance  records  can  receive  markedly  different 
ratings,  depending  on  a  number  of  factors  -  geography,  time  of  year,  the  members  of  the 
examining  team  and,  it  sometimes  seems,  the  phase  of  the  moon. 

And  the  performance  measures  themselves  are  dismally  unclear.  In  fact,  they're  so  fiizzy, 
it's  almost  comical.  For  example,  suppose  I  asked  you  the  difference  between  "ongoing" 
contact  with  the  conununity  and  "regular"  contact  with  the  community.  Which  gets  the 
higher  radng?  What's  the  difference  between  "sound"  marketing  programs  and 
"adequate"  marketing  programs?  And  how  do  you  measure  it?  What  if  one  bank  is  in 
"substantial  compliance  with  all  provisions"  of  the  law,  while  another  is  "in  compliance 
with  the  substantive  provisions"  of  the  law.  What  does  that  mean? 

Unfortunately,  those  are  direct  quotes  from  the  performance  guidelines  issued  by  the 
OCC.  With  all  due  respect  to  our  regulators,  those  guidelines  are  totally  subjective.  How 
are  we  supposed  to  know  what  to  do?  And  how  are  our  communities  supposed  to  know 
how  we  are  performing?  And,  how  can  anyone  compare  performance  among  banks? 
This  muiky,  process-oriented  approach  generates  inconsistent  ratings  and  unrealistic 
expectadons  in  the  neighborhoods  we  serve.  The  result  is  that  nobody  is  happy-  not  the 
regulators,  not  the  bankers,  not  our  conmiunities. 

In  his  CRA  reform  initiative.  President  Clinton  has  asked  the  regulatory  agencies  to 
reconmiend  changes  to  the  law.  I  have  watched  the  regulators  advance  their  mission  and 
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have  provided  input  during  this  process.  And  I  am  encouraged  that  the  end  result  will  be 
signiflcantly  better  enforcement  and  interpretation.  But  the  changes  necessary  to  bring 
about  full  private  sector  participation  in  community  development  go  beyond  what  the 
regulators  themselves  can  influence.  Congress  must  also  act  to  enhance  and,  in  some 
cases,  guide  the  actions  of  our  regulators. 

The  areas  of  potential  reform  are  numerous,  but  I  would  like  to  concentrate  on  four 
specific  recommendations  that  we  believe  are  most  critical.  All  four  of  them  emphasize 
results  over  process,  and  long-term  solutions  over  short-term  panaceas. 

First  and  most  important,  we  must  set  objective  standards  for  CRA  performance 
measurement.  These  standards  should  be  both  quantitative  and  qualitative,  and  should  be 
set  with  the  input  of  banks  and  community  advocates. 

Now,  I  know  that  objections  have  been  raised  about  this  idea.  Some  banks  think  their 
programs  are  unique  and  should  not  be  measured  against  a  numerical  yardstick.  Some 
community  groups  are  concerned  that  objective  standards  would  exclude  them  from  the 
dialogue.  But  these  hurdles  can  and  must  be  overcome,  because  we  believe  objective 
standards  are  critical  to  any  meaningful  regulation.  For  example,  instead  of  requiring  that 
a  certain  process  be  "ongoing,"  mandate  that  it  be  done  "four  times  a  year."  This  simple 
adjustment  would  make  it  crystal  clear  what  level  of  activity  is  expected.  As  a  part  of  this 
effort,  we  encourage  involving  community  advocates  in  identifying  the  processes  to  be 
measured,  such  as  educational  seminars,  neighborhood-based  outreach  efforts  and  public 
reporting  of  results. 

As  for  quantitative  measures,  performance  can  be  calculated  using  a  variety  of  techniques 
that  factor  in  bank  size  and  market  dynamics.  Specifically,  community  investment  loans 
could  be  calculated  as  a  percentage  of  total  assets  or  deposits.  Or,  we  could  use 
comparative  measures  such  as  loan-to-deposit  or  loan  penetration  ratios.  In  short,  we 
support  standards  that  make  room  for  qualitative  and  quantitative  criteria,  that  include 
input  from  the  communities  and  that  are  fair  to  banks  of  all  sizes.  The  recent  New  Yoric 
State  legislation  on  community  lending  is  an  excellent  guidepost  regarding  sound 
approaches  to  objective  measurement  I  am  convinced  it  is  worth  woricing  toward 
consensus. 

Second,  we  simply  must  have  specific  definitions,  especially  when  it  comes  to 
determining  what  kind  of  activity  counts  toward  a  CRA  rating.  It  is  time  to  put  an  end  to 
the  discussion  of  what  is  or  is  not  CRA.  The  menu  of  activities  must  be  clear  and  direct. 
We  are  not  saying  that  all  banks  should  have  to  do  all  types  of  activity  -  but  all  of  us, 
including  our  regulators,  must  be  able  to  read  the  menu. 
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Third,  non-bank  institutions  that  receive  government  support  or  government  contracts 
should  come  under  the  CRA.  The  law  was  written  to  stop  banks  from  "redlining,"  but 
banks  today  take  less  than  half  cf  community  deposits.  Other  institutions-  not  covered 
by  the  CRA  but  receiving  public  benefit  or  taking  local  deposits  -  currently  have  no 
responsibility,  or  incentive,  to  lend  in  these  communities.  We  would  further  advocate 
making  government  and  quasi-govemment  agencies,  such  as  Famiie  Mae,  Freddie  Mac, 
the  Small  Business  Administration  and  HUD,  responsible  and  accountable  for 
participating  in  community-based  lending.  Broadening  the  scope  of  the  regulation  to 
draw  in  these  additional  lending  sources  would  make  more  loans  available  to  the 
neighborhoods  that  need  them. 

Finally,  Mr.  Chairman,  I  would  ask  the  subconunittee  to  look  at  clarifying  the  body  of 
consumer  legislation  with  respect  to  its  consistency  with  community  development 
objectives.  There  are  several  laws  and  regulations  that  conflict  with  the  intent  of  CRA 
and  actually  create  barriers  to  effective  programs.  These  include  safety  and  soundness 
regulations,  the  Equal  Credit  Opportunity  Act  (Regulation  B)  and  the  Home  Mortgage 
Disclosure  Act  itself. 

We  have  learned  that  coimnunity  development  lending  is  far  from  unsafe.  In  fact,  our 
community  development  lending  portfolios  perform  as  well  as  our  general  market  loans  - 
and  even  better,  in  some  cases.  But  community  development  loans  do  look  different  than 
so-called  "traditional  loans."  Sources  of  equity  are  different,  debt-to-income  or  loan-to- 
value  ratios  are  different  and  appraised  value  is  often  no  measure  of  real  value.  The  list  is 
extensive. 

These  variables  do  not  make  for  unsafe  loans,  but  they  do  make  for  loans  that  are  viewed 
adversely  by  our  regulators.  The  result  is  the  ultimate  Catch-22:  a  mandate  to  make  loans 
that  are  then  criticized  -  unjustifiably  -  as  unsafe!  Revising  safety  and  soundness 
expectations  for  community  development  loans  will  reward  innovative,  yet  proven  safe 
lending. 

Regulation  B  prohibits  financial  institutions  firom  collecting  information  about  borrower 
race,  but  our  communities  want  information  about  the  demographics  of  our  lending 
patterns,  especially  to  consumers  and  small  businesses.  Further,  our  ability  to  test  for 
equity  in  our  lending  practices  is  hampered  by  the  inability  to  collect  this  information. 

HMDA  measures  only  the  loans  we  originate.  But  effective  results  can  also  be  obtained 
through  bank  consortia,  community-based  partnerships  and  funding  of  lending  done  by 
non-profit  organizations.  These  creative  solutions  are  not  reflected  in  HMDA  reporting, 
so  banks  have  no  incentive  to  participate  in  them.  In  fact,  since  we  get  no  credit  or 
recognition  for  such  activities,  we  have  a  strong  disincentive  for  participation.  Simply 
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put,  objective  measurement  -  which  we  support-  should  include  all  our  activities,  not 
just  a  snapshot  of  our  direct  lending. 

Last,  but  far  from  least,  we  would  ask  that  any  information  we  gather  as  a  result  of  self- 
testing  (by  that,  I  mean  measuring  the  equity  of  our  own  process)  be  made  privileged. 
Self-testing  is  a  powerful  tool  for  improvement.  We  use  it  and  believe  its  use  should  be 
encouraged  overall.  However,  the  knowledge  that  unflattering  self-testing  results  can  be 
subpoenaed,  made  public  and  used  against  us  is  an  even  more  powerful  disincentive. 
Many  other  industries  already  enjoy  such  privilege.  The  state  of  Maryland  already  has 
passed  such  legislation.  Relief  on  the  national  level  would  significantly  advance  our 
efforts. 

While  reform  of  the  Community  Reinvestment  Act  does  advance  community 
development  objectives,  it  is  at  best  a  short-term  action.  To  realize  the  full  potential  of 
the  private  sector,  legislation  must  contain  incentives  for  community  development 
activity.  Incentives  work.  To  see  the  power  of  incentives  we  need  look  no  further  than 
the  low  income  housing  tax  credit.  It  has  been  responsible  for  construction  or  renovation 
of  more  than  500,000  housing  units  since  its  inception  in  1987. 

Funding  the  Bank  Enterprise  Act,  sponsored  by  Rep.  Flake  (D-NY),  would  be  another 
step  in  the  right  direction. 

The  point  is  this:  the  CRA  itself  contains  no  incentives.  Congressional  action  is  required 
to  change  that.  And,  incentives  are  part  of  the  long-term  solution. 

In  conclusion,  at  NationsBank  we  welcome  high  standards  and  we  welcome  the  input  of 
community  advocates  in  setting  them.  We  will  exceed  them  -  if  we  can  understand  them. 
If  I  leave  you  with  only  one  thought  today,  I  hope  it  is  this:.  The  CRA,  as  currently 
written,  is  "broken."  We  urge  you  to  fix  it.  NationsBank  supports  you  in  your  stated 
desire  to  produce  legislation  that  emphasizes  results  instead  of  process,  and  long-term 
solutions  over  band-aids. 

The  critical  elements  of  a  successful  solution  are:  eliminating  regulatory  inconsistencies, 
taking  input  from  both  the  industry  and  the  communities,  and  making  results  measurable. 
This  is  a  timely  issue  that  needs  serious  attention.  I  conmiend  this  subcommittee  for  its 
interest  in  the  subject  and,  again,  I  thank  you,  Mr.  Chairman,  for  this  opportunity  to 
testify  on  behalf  of  NationsBank. 
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A.    INTRODUCTION 

Chairman  Kennedy  and  members  of  the  Subcommittee, 
on  behalf  of  the  National  Community  Reinvestment 
Coalition  (NCRC),  I  welcome  this  opportunity  to  discuss 
President  Clinton's  initiatives  surrounding  CRA  Reform. 

Mr,  Chairman,  NCRC  represents  this  nation's  largest  and 
most  comprehensive  national  and  community  voice  on 
the  subject  of  community  reinvestment.   With  over  350 
member  organizations  spread  across  the  country, 
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with  constituents  in  every  state  and  major  metropolitan  and  rural 
environment,  NCRC  has  a  wealth  of  'front  line'  community  reinvestment 
experience  to  share  with  this  Subcommittee.    I  have  included  a 
complete  NCRC  membership  directory  at  the  end  of  this  testimony, 
listing  the  organizations  and  the  community  and  state  where  each 
member  is  headquartered. 

We  applaud  President  Clinton's  acknowledgement  that 
community  reinvestment  is  an  important  ingredient  for  America's 
economic  revitalization  and  particularly  for  our  distressed 
neighborhoods  and  communities.    The  President  was  correct  and 
insightful  to  invite  America's  lenders  and  community  representatives 
to  particpate  in  a  dialogue  and  process,  managed  by  the  bank 
regulatory  agencies,  aimed  at  developing  meaningful  CRA  change  and 
reform. 

NCRC  took  this  invitation  to  heart  and  was  very  pleased  to  have 
had  over  60  of  our  member  organizations  testify  at  the  seven  regional 
hearings  conducted  by  the  regulators,  including  the  hearing  in  NCRC's 
Chairman  Irvin  Henderson's  hometown,  Henderson,  N.C.    NCRC  members 
shared  copies  of  their  testimony  from  those  hearings  with  our  staff 
and  this  has  better  prepared  me  to  accurately  represent  the 
community  perspective  on  these  matters.    The  comments  which  follow 
are  based  upon  the  collective  opinions  and  wisdom  of  these  many 
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experienced  and  dedicated  community  organizations  working  to 
increase  fair  and  equal  access  to  credit  in  every  region  of  this 
country. 


B.    OVERVIEW 

Mr.  Chairman.  CRA  reform  is  long  overdue  and  President  Clinton's 
call  for  reform  is  on  the  mark.    Too  many  of  America's  marginal  and 
distressed  communities  have  been  abandoned  by  the  financial 
institutional  industry.     Minorities  continue  to  receive  disparate 
treatment  from  lenders  all  across  this  country.     Early  indications  from 
the  1992  HMDA  data  suggests  little  change  in  this  area.    This  is  not  to 
say  that  the  Community  Reinvestment  Act  doesn't  work,  indeed  it  does 
work,  if  given  a  chance.    The  problem  has  been  that  that  chance  has 
rarely  been  offered  by  those  empowered  to  enforce  this  act  over  the 
years,  namely  the  bank  regulatory  agencies  and  others.    Success 
under  this  law  has  usually  required  active  and  aggressive  community 
leadership,  locally  challenging  the  lender's  performance.    But  allow  me 
to  begin  with  some  good  news. 

First,  the  regulatory  environment  appears  to  be  changing. 
Encouraging  comments  from  Office  of  the  Comptroller  (OCC)  head 
Eugene  A.  Ludwig,  Governor  Lindsey  at  the  Federal  Reserve  Bank 
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(FRB),  and  leaders  at  the  Federal  Depository  Insurance  Corporation 
(FDIC)  and  the  Office  of  Thrift  Supervision  (OTS)  all  suggest  a  new 
emphasis  and  added  attention  to  community  reinvestment  as  needed. 
While  still  skeptical,  many  of  us  sense  a  new  day  is  dawning  in  the 
regulatory  environment,  where  fair  and  equal  access  to  credit  is  now 
regularly  appearing  on  the  agendas  and  tongue  of  the  FRB,  OCC,  OTS 
and  FDIC.    In  addition,  increased  interest  in  fair  lending  issues  from  the 
U.S.  Dept.  of  Housing  and  Urban  Development  (HUD)  and  the  U.S. 
Department  of  Justice  also  suggest  positive  changes.     Secretary 
Cisneros  and  Attorney  General  Reno  are  to  be  applauded  for  thier 
interest  and  early  commitments  to  these  fair  lending  issues. 

In  the  meantime,  Mr.  Chairman,  another  positive  phenomenon  is 
also  taking  place.    All  across  America,  community  leaders, 
organizations,  elected  officials,  religious  leaders,  unions,  and  others 
are  awakening  to  the  critical  need  to  maintain  and  develop  strong 
local  financial  institutions,  committed  to  the  economic  well  being  of 
our  own  cities  and  towns.    Everyweek  and  everyday,  f^r.  Chairman,  a 
new  voice  contacts  NCRC  and  asks,  how  can  I  keep  my  lender  in  this 
community?    How  do  we  bring  the  lenders  back  to  those 
neighborhoods  they  abandoned  in  our  state?    How  do  I  get  these 
lenders  to  invest  in  the  poorer  and  minority  people  and  communities? 
Each  and  everyday  Mr.  Chairman,  more  and  more  of  America's  local 
community  and  political  leaders  are  recognizing  that  we  shall  all  fail 
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without  the  true  commitment  of  these  financial  institutions  to  our 
distressed  and  marginal  neighborhoods. 

The  process  and  dialogue  President  Clinton  had  envisioned  has 
begun  Mr.  Chairman.    Lenders  and  community  groups,  long  and  still  in 
opposition  on  many  issues  relating  to  community  reinvestment,  have 
begun  to  work  together  on  CRA  reform.    To  the  credit  of  many 
community  reinvestment  leaders,  we  have  pushed  back  the  distrust 
and  disappointment  we  held  toward  most  lenders  and  all  the 
regulatory  agencies,  in  order  to  provide  helpful  and  substantive 
suggestions  on  how  to  improve  the  regulatory  system  around  the 
Community  Reinvestment  Act.    To  the  credit  of  many  lenders,  they  too 
have  come  forward  with  some  proactive  suggestions  for  reform.    It  is 
critical  that  this  process  and  cooperation  continue  and  guard  against 
one-sided,  wholly  critical  lenders  and  others  who  eschew  cooperation 
and  reform. 

Mr.  Chairman,  please  allow  me  now  to  offer  some  very  specific 
suggestions  for  CRA  reform  which  NCRC  and  various  members  have 
offered  to  the  regulators  and  others. 

C.  RECOMMENDATIONS 

1.      Successful    community    reinvestment   begins   on   the   loca 
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level. 

Any  CRA  reform  must  take  into  account  the  fact  that  credit 
needs  vary  from  state  to  state,  town  to  town,  and  indeed 
neighborhood  to  neighborhood.     While  one  neighborhood's  need  may 
be  centered  around  the  need  for  affordable  housing,  another 
neighborhood's  critical  credit  needs  might  be  for  small  business 
lending,  still  another  for  consumer  loans  or  basic  banking  services. 
The  premise  underlying  this  point  is  that  an  effective  CRA  regulatory 
system  must  include  a  mechanism  which  calls  for  the  lender  to  work 
closely  with  grassroots  community  leaders  to  identify  a  communities 
credit  needs  and  to  provide  a  specific  response  based  upon  those 
needs. 

Additionally,  the  bank  regulatory  agencies  must  improve  in  their 
efforts  to  contact  and  involve  local  community  organizations. 
Community  leaders  often  have  much  to  share  with  examiners  about 
local  community  credit  needs,  as  well  as  community  experiences  with  a 
particular  lender.  Yet  frequently,  we  hear  from  NCRC's  members  that 
the  bank  examiners  failed  to  contact  that  member  during  the  course 
of  its  CRA  examination,  or  if  they  were  contacted  it  is  almost  always 
with  very  little  notice  and  therefore  little  time  to  prepare  meaningful 
input  and  responses  to  the  process.    The  bank  regulatory  agencies 
know,  often  months  in  advance  when  a  particular  institution  is  being 
evaluated.    They  should  be  required  to  give  the  community 
organizations  at  least  60-90  days  advance  notice  of  when  such  exams 
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will  be  taking  place.. 

Finally,  NCRC  members  have  recommended  that  the  substance 
and  process  surrounding  CRA  evaluation  reports  could  be  improved 
to  better  serve  the  public.     Members  frequently  complain  of  the 
nebulous  and  lack  of  specificity  of  these  reports  and  of  the  need  to 
have  the  examiners  provide  greater  detail  on  the  actual  lending 
performance  on  which  the  examiner  based  their  report. 

2.      Performance    is   the   key,    not   process. 

Over  the  years,  CRA  ratings  were  given  solely  on  the  basis  of  the 
reporting  abilities  of  lenders.    Those  who  were  able  to  document 
marketing  efforts,  list  and  describe  meetings  with  community  leaders, 
display  colorful,  multi-racial  brochures,  and  the  like,  received 
'satisfactory'  ratings  or  better.    Today,  93%  of  all  lenders  continue  to 
receive  such  ratings,  much  to  the  bewilderment  of  NCRC  and  other 
community  leaders.    If  no  other  reform  is  made  to  this  community 
reinvestment  system,  it  must  be  that  lenders  are  measured  on  their 
ability  and  success  in  getting  dollars  and  basic  banking  services  into 
the  hands  of  America's  underserved  populations.     No  brochures  or 
any  amount  of  community  meetings  should  merit  a  'satisfactory'  rating 
when  real  financial  commitments  are  absent. 

Lenders  who  fail  to  meet  this  threshold  measurement  based 
upon  lending  performance  must  be  denied  their  corporate 
applications  by  the  bank  regulatory  agencies  if  anyone  expects  such 
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lenders  to  take  this  process  seriously. 

One  recent  example  of  the  hollowness  of  the  current  regulatory 
threat  is  clearly  exhibited  in  the  case  of  the  Florida  institution  (New 
River  Bank  of  Oakland  County)  which,  having  received  a  'Needs  to 
Improve'  or  failing  CRA  grade,  proceeded  to  file  no  less  than  five 
corporate  applications  with  the  FDIC.    Sadly,  those  applications  were 
approved.    Why  would  any  lender  concern  themselves  with  CRA  if  they 
knew  that  even  failing  grades  would  not  prevent  them  from 
proceeding  with  their  agendas. 

Mr.  Chairman,  it  must  be  made  clear  in  any  CRA  reform  that  failing 
CRA  grades  will  be  costly  to  an  institution.    The  message  must  be  that 
if  you  fail  to  meet  the  credit  needs  of  those  in  your  target  area,  and 
particularly  the  poor  and  minorities,  then  your  corporate  plans  will  be 
put  on  hold. 

In  addition,  the  lending  performance  of  a  lender  must  be  judged 
on  a  variety  of  types  of  loans,  not  only  housing  related  loans,  but 
small  business  loans,  consumer  loans,  loans  to  nonprofit  developers, 
and  how  effective  the  lender  is  in  making  these  loans  accessible  to  the 
underserved  populations.     For  example,  does  a  minority  loan  applicant 
have  to  travel  across  town  to  speak  with  a  loan  officer  with  the 
authority  to  approve  their  loan?    Does  the  institution  even  maintain  a 
branch  in  the  minority  community?    Answers  to  these  questions 
provide  valuable  insight  into  the  lenders  real  performance  intentions. 

Examiners  should  include  in  their  performance  analysis  the  loan 
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to  deposit  ratios  of  an  institution  to  determine  if  the  lender  is  actually 
lending  to  or  near  its  capacity  or  instead  investing  in  government 
securities  and  other  paper  investments.    In  1988  commercial  lenders 
loaned  roughly  $800  billion  to  borrowers  and  invested  some  $500 
billion  in  government  securities  and  other  investments.    Mr.  Chairman, 
that  lending  pattern  has  reversed  itself  in  1992,  with  only  about  $500 
billion  going  to  borrowers  and  $800  billion  invested  in  paper.    The 
result  of  course  has  been  a  drying  up  of  a  great  deal  of  capital  for  all 
borrowers,  however,  this  contributes  to  an  exacerbated  situation  in 
the  minority  community,  already  hungry  for  credit  and  capital. 

Mr.  Chairman,  we  believe  the  examination's  process  will  be 
improved  if  examiners  also  look  at  the  substance  and  quantity  of  a 
lender's  portfolio.    By  this  we  mean,  what  is  the  percentage  of  loans 
outstanding,  what  types  of  loans  is  the  lender  making  and  in  what 
amounts.    A  survey  of  these  items  will  help  the  examiner  identify  the 
market  which  a  particular  lender  actually  has  carved  out  for 
themselves.    The  examiner  should  determine  if  the  lender's  market 
niche  serves  the  needs  and  convenience  of  their  entire  credit  area. 
They  should  determine  how  the  poor  and  minorities  are  served  by  this 
market  niche.    They  should  determine  the  types  of  loans  not  being 
made,  but  needed  in  the  target  area,  and  the  responsibility  of  the 
lender  to  meeting  those  needs. 

Finally,  good  performance  should  not  be  limited  to  only  portions 
of  a  target  area.    A  lender  should  not  be  considered  to  have 
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performed  adequately  if  it  is  meeting  the  credit  needs  of  only  a 
portion  of  its  target  area.    To  accurately  determine  how  well  a  lender 
does  in  this  area,  examiners  must  consider  a  broader  array  of  detail. 
For  example,  they  should  look  at  each  type  of  loan  made,  the 
percentage  that  went  to  minorities,  low-income  and  further  delineated 
by  census  tracks. 

3.      Public   access   to   data. 

Mr.  Chairman,  as  I  mentioned  earlier,  most  of  the  success  we 
have  witnessed  under  the  Community  Reinvestment  Act  has  been  as  a 
result  of  community  and  grassroots  organizations  pushing  lenders  on 
the  local  level  to  address  community  credit  needs.    What  has  moved 
the  discussion  between  the  community  and  lenders  from  one  of 
anecdotal  stories  to  concrete  assessments  of  lenders  actual 
performance  has  been  the  ability  of  the  public  to  gain  access  to 
regulatory  assessment  information  and  HMDA  data. 

You  and  many  members  of  this  Subcommittee  are  to  be 
applauded  for  your  success  in  passing  the  Financial  Institutions, 

Reform,  Recovery  and  Enforcement  Act  of  19 which  gave  the 

public,  for  the  first  time,  the  ability  to  review  bank  examiners  CRA 
assessments  and  ratings. 

The  HMDA  data  has  also  given  local  communities  the  ability  to 
specifically  determine  how  well  a  particular  lender  is  doing  to  meet  the 
housing  credit  needs  of  their  communities.    However,  while  we  are 
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pleased  that  the  Federal  Reserve  Bank,  which  has  been  charged  with 
accumulating  and  disseminating  this  data,  is  now  finally  making  this 
data  available  in  disk  form,  it  is  still  represents  a  major  hurdle  for  most 
citizens  to  be  able  to  utilize  this  data.    We  recommend  that  this 
information  be  made  more  easily  accessible  to  the  general  public  and 
that  additional  data  including  income  and  racial  statistics  (information 
already  accumulated  by  the  FRB)  be  also  made  available  to  the  public. 
Further,  to  encourage  useage  of  this  information,  and  in  recognition 
of  the  extremely  limited  financial  abilities  of  most  community 
organizations,  that  such  information  be  made  available  at  no  charge. 

Mr.  Chairman,  as  we  all  know,  the  HMDA  data  discloses  only  part 
of  the  lending  picture.    Unless  and  until  small  business  and  small  farm 
lending  is  disclosed  in  a  meaningful  manner,  with  racial,  income,  and 
other  characteristics  displayed  then  we  shall  surely  continue  to  have 
only  a  partial  handle  on  the  lending  landscape  in  America.    NCRC  hears 
frequently  from  many  of  its  members  that  minorities  are  routinely  and 
consistently  denied  fair  and  equal  access  to  small  business  loans  and 
that  small  farmers  are  routinely  denied  credit.    Once  again,  Mr. 
Chairman,  are  we  to  continue  with  only  anecdotal  evidence  in  this 
area,  or  do  we  truly  wish  to  obtain  a  fuller  understanding  of  the  credit 
flow  patterns  in  America? 

Finally,  Mr.  Chairman,  we  have  heard  from  members  who  have 
expressed  their  dismay  that  the  process  for  obtaining  the  examiner's 
evaluation  reports  is  often  difficult  and  that  a  toll  free  or  some  other 
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easy  procedure  should  be  instituted  to  allow  the  public  easier  access 
to  this  information.    This  would  further  improve  upon  the  general 
publics  understanding  of  a  particular  lenders  commitment  or  lack 
thereof  to  their  community. 

4.      The   Regulatory   Agencies. 

Mr.  Chairman,  regardless  of  any  reform  which  is  instituted 
through  this  ongoing  process,  we  will  continue  to  rely  upon  the  bank 
examiners  to  enforce  CRA  and  evaluate  a  lenders  performance.    In 
meetings  over  the  years  with  these  agencies,  several  images  are 
shared  by  most  community  representatives.    First,  most  CRA  examiners 
have  only  scant  training  and  understanding  of  how  to  determine  a 
community's  credit  needs  and  consequently  ascertain  whether  a 
lender  is  performing  this  function  well  or  poorly.     The  regulatory 
training  programs  must  be  revised  and  revamped  to  educate 
examiners  on,  among  other  things,  ascertaining  and  understanding 
credit  needs,   understanding  community-based  economic 
development,  and  methods  for  identifying  and  successfully 
outreaching  to  community  agencies  and  leaders. 

Additionally,  we  have  learned  from  members  and  lenders  that  the 
CRA  examinations  process  is  often  viewed  by  examiners  as  a  sub- 
responsibility  to  what  they  perceive  is  their  main  function,  namely 
safety  and  soundness  examinations.    As  long  as  this  impression 
prevails  then  the  CRA  examinations  process  will  remain  flawed. 
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Finally,  our  members  frequently  tell  us  of  their  experience  in 
meeting  examiners.    Most  often  they  are  white  and  male.    Meaningful 
dialogue  with  community  leaders  from  minority  communities  and 
agencies  will  be  enhanced  by  increasing  the  representation  of  those 
groups  in  the  examinations  ranks. 

As  flawed  as  the  CRA  examinations  process  is,  it  does  provide 
some  opportunities  for  community  people  to  provide  rare  input  into 
the  lenders  performance  in  their  community.    In  addition  to  what 
appears  to  be  an  'easy  grader'  attitude  on  the  part  of  the  examiners, 
this  process  is  hampered  by  the  infrequency  of  the  actual 
examinations.    Most  lenders  are  supposed  to  be  examined  annually  or 
at  most  every  two  years.    However,  experience  shows  us  that  on  the 
average  lenders  are  examined  every  three  to  four  years  and  for  some 
even  more  infrequently.    This  lax  system  of  review  creates  a  genuine 
difficulty  in  that  the  CRA  rating  which  is  applied  during  a  corporate 
application  may  be  highly  dated  and  not  relevant  to  the  lenders  actual 
recent  CRA  activities  and  performance. 

Finally,  the  agencies  have  traditionally  chosen  not  to  use  the 
broad  array  of  sanctions  they  have  at  their  disposal.    Long  before 
denying  a  corporate  application  (also  a  rare  occurrance)  the 
regulatory  agencies  are  empowered  to  also  exercise  broad 
supervisory  authority,  including  writing  agreements  with  lenders  or 
when  needed  issuing  cease  and  desist  orders.    Since  regulators  rarely 
use  these  powers,  then  the  enforcement  process  becomes  limited  to 
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solely  denying  or  approving  corporate  applications.    Obviously,  only  a 
minority  of  institutions  have  corporate  applications  at  any  given  time. 
Therefore  the  regulators,  under  their  current  enforcement  practices, 
are  limited  to  affecting  only  a  small  group  lenders  at  any  given  time, 
even  though  the  most  aggregious  lending  practices  might  be  taking 
place  by  lenders  currently  not  submitting  corporate  applications. 

D.     ENFORCEMENT  OF  FAIR  LENDING  LAWS 

Mr.  Chairman,  The  National  Community  Reinvestment  Coalition 
hears  frequently  from  its  members  about  the  minimal  attention  paid  by 
law  enforcement  agencies  to  violations  of  fair  lending  under  the  Fair 
Housing  Act,  42  U.S.C.  3601  et  seq.  and  the  Equal  Credit  Opportunity 
Act,  15  U.S.C.  1691-1  691  f. 

While  community  leaders  work  on  several  fronts  to  reverse  the 
practices  of  redlining  and  discrimination  in  lending,  we  are  woefully 
behind  in  applying  judicial  remedies  to  this  problem. 

The  few  cases  which  are  brought  forward,  are  most  often  by 
private  litigants  lacking  sufficient  resources  to  adequately  engage  in  a 
discovery  rich  legal  process. 

The  U.S.  Department  of  Justice  estimates  that  for  their 


14 


252 


department  to  prosecute  a  lender  under  this  law,  the  average  cost 
runs  between  $300,000  and  $500,000  per  case,    in  fact,  the  one  and 
only  fair  lending   case  brought  by  the  Justice  Department  under  this 
act  was  filed  on  September  1 7,  1 992.   The  estimated  cost  of  this  case 
was  in  the  one  million  dollar  range.   And  while  the  impact  of  this  one 
case  should  not  be  underestimated,  as  it  sent  shock  waves 
throughout  the  industry,  the  Justice  Department  estimates  that  their 
capacity  to  prosecute  lenders  for  unfair  lending  practices  will  be 
limited  to  a  few  cases  per  year.   In  the  words  of  Acting  Assistant 
Attorney  General  James  P.  Turner,  "At  that  pace  a  remedy  for  this 
serious  problem  of  discrimination  in  access  to  credit  ...  will  be  a  long 
time  coming." 

One  suggestion  is  to  have  the  Justice  Department  seek  legal  fees 
in  these  cases  thus  providing  the  financial  resources  to  continue  to 
prosecute  the  worst  offenders. 

Bank  regulatory  agencies  could  make  a  serious  contribution  to 
correcting  the  problem.    Much  of  the  information  which  needs  be 
obtained  during  the  discovery  process  is  within  the  reach  and  purview 
of  the  bank  examiners.   The  lender  is  under  no  obligation,  absent 
court  order,  to  assist  the  Justice  Department  in  their  investigation  by 
supplying  lending  and  other  data.    Conversely,  the  bank  regulatory 
agencies  have  this  capacity  and  access  to  this  data.    Earlier  in  the 
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had  announced  their  intention  to  cooperate  in  identifying  the  worst 
lending  violators.   The  regulators  were  going  to  analyse  the  lending 
data  in  their  respective  shops  and  target  roughly  20  lenders  for 
Justice  Department  to  review  and  possibly  file  actions  against. 

Unfortunately,  this  cooperation  appears  to  have  broken  down. 
Mr,  Chairman,  this  is  most  unfortunate.    Had  the  regulators  and  Justice 
Department  proceeded  with,  their  plans,  the  impact  of  some  20 
lenders  paying  large  fines  for  unfair  lending  practices  would  have  been 
tremendous.    Once  lenders  learned  that  not  only  did  they  have  to 
worry  about  community  protests,  and  the  rare  possibility  of  an 
application  being  denied  on  CRA  grounds,  they  would  now  have  to  fear 
criminal  and  civil  liability  with  the  possibility  of  large  class  action 
damage  awards.    This  incentive  would  have  not  only  weeded  out  the 
worst  offenders,  but  also  put  many  lenders  who  give  peripheral 
attention  to  CRA  on  notice. 

Mr.  Chairman  there  is  some  promising  news  in  this  matter.    Over 
the  course  of  the  last  few  months,  NCRC  has  received  calls  from 
several  state  attorney  generals  offices,  seeking  information  about 
banks  in  their  area  and  about  prosecuting  a  lender  for  unfair  lending 
practices.    While  this  is  encouraging  news,  the  Justice  Department 
must  remain  in  the  business  of  prosecuting  under  Title  VIII  and  the 
ECOA  if  national  attention  is  to  be  brought  to  the  issue. 
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Additionally,  section  805(a)  of  the  Fair  Housing  Act,  as  amended 
in  1988,  states: 

(a)  In  General.  -  It  shall  be  unlawful  for  any  person  or 
other  entity  whose  business  includes  engaging  in 
residential  real  estate-related  transactions  to 
discriminate  against  any  person  in  making  available  such 
a  transaction,  or  in  the  terms  or  conditions  of  such  a 
transaction,  because  of  race,  color,  religion,  sex, 
handicap,  familial  status,  or  national  origin. 

The  Act  defines  "residential  real  estate-related  transactions"  to 
include  lending  for  acquisition,  construction,  improvement,  repair  or 
maintenance  of  dwelling  units  or  loans  that  are  secured  by  real  estate. 

Furthermore,  Mr.  Chairman,  the  U.S.  Dept.  of  HUD  has  interpreted 
these  transactions  to  include  not  only  lending,  but  Insurance  activities 
as  well,  a  matter  which  is  of  importance  to  this  Subcommittee. 

Sec  810(a)(1)(A)(i)  of  the  Fair  Housing  Act  also  authorizes  the 
Sec.  of  HUD  to  file  complaints  "on  his  own  initiative",  or  what  has 
become  known  as  "Secretary  Initiated  Complaints". 

Naturally,  none  of  this  is  relevant  if  the  Justice  Department,  the 
State  Attorney  General's  Office  and/or  the  Sec.  of  HUD  fail  to  bring 
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actions  on  unfair  lending  practices  under  their  respective 
jurisdictions.    However  we  are  encouraged  by  comments,  made 
recently  by  representatives  from  these  respective  agencies,  which 
suggest  an  increased  consciousness  about  the  need  for  lending  to  be 
applied  fairly  and  equally.    Moving  from  word  to  deed,  this  should 
translate  into  new  and  increased  commitments  toward  utilizing  the 
available  judicial  and  administrative  remedies  to  effect  the  lending 
patterns  and  practices. 
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Congress  Passes  Housing  Bill  Imposing 
JSew  Rules  on  Fannie  Mae^  Freddie  Mac 


By  Kenneth  H.  Bac»n 

Staff  Report  fr  of  The  Wall  ST«r.rT  Journal 

WASHINGTON  -  Congress  compleied 
action  on  a  bill  that  would  Impose  new 
regulatory,  capital  and  lowincome  hous- 
ing requirements  on  the  Federal  NatlonaJ 
Mortgage  Association  and  the  Federal 
Home  Loan  Mortgage  Corp.,  while  easmg 
some  banking  regulations. 

The  banking  provisions,  which  would 
lighten  or  delay  parts  o(  a  bank-safety  law 
Congress  passed  last  year,  along  with  the 
Fannie  Mae  and  Freddie  Mac  regulations, 
were  included  in  a  horsing  authoniation 
bill  that  passed  the  Senate  on  a  voice  vote 
last  night  after  clearing  the  House  last 
weekend. 

Housing  Secretary  Jack  Kemp  wants 
President  Bush  to  veto  the  bill.  "I  don't 
think  we  should  institutionalize  the  flawed 
programs  that  we  moved  away  from  in  the 
1980s,"  Mr.  Kemp  said,  noting  that  the  bill 
would  reverse  an  effort  that  seeks  to 
reduce  government  participation  in  hous- 
ing In  favor  of  more  private  investment. 

But  the  bill  contains  many  initiatives 
sought  by  the  administration,  including 
beefed-up  safety  and  sourslness  regula- 
tions for  Fannie  Mae  and  Freddie  Mac. 
some  regulatory  relief  for  banks  and  a 
provision  that  would  give  the  government 
more  power  to  combat  money-laundering. 
A  White  House  official  has  told  bankers 
that  the  president  plans  to  sign  the  bill. 

Fannie  Mae  and  Freddie  Mac  are  gov- 
ernment-chartered, stockholder-owned 
corporations  that  pump  money  into  hous- 
ing by  purchasing  mortgages  from  banks, 
thrifts  and  mortgage  bankers.  Together, 
they  have  financed  about  one-third  of  the 
$3  trillion  in  residential  mortgages  out- 
standing. 

In  recent  years,  as  taxpayers  have 
borne  the  high  cost  of  failed  savings-and- 
loan  associations.  Congress  and  the  ad- 
ministration have  become  concerned 
about  the  potential  liability  the  govern- 
ment faces  on  the  approximately  SI  trillion 
of  securities  issued  by  Fannie  Mae  and 


Freddie  Mac.  The  securities  carry  an  Inv 
plicit  U.S.  guarantee. 

The  bill  would  require  Fannie  Mae  and 
Freddie  Mac  to  maintain  capital  equal  to 
2.5%  of  their  assets  and  0.457.  of  thfe 
mortgage-backed  securities  they  have 
guaranteed  -  standards  the  highly  profit- 
able companies  will  have  no  trouble  meet- 
ing when  they  take  effect. 

To  further  guard  against  losses,  the  bill 
would  Impose  a  capital  requirement  based 
on  risk  to  protect  the  corporations  against 
wide  swmgs  in  interest  rates  or  a  surge  In 
mortgage  defaults.  Compliance  with  the 
capital  standards  would  be  monitored  by 
an  Independent  regulator  at  the  Housing 
and  Urban  Development  Department,  and 
the  office  would  be  financed  by  ass«ss-i 
ments  on  Fannie  Mae  and  FYeddie  Mac- 
Some  House  members  are  upset  about  a 
last-minute  change  that  makes  the  assess- 
ment rate  and  regulatory  budget  subject  to 
congressional  action.  They  argue  that  this 
raises  the  possibility  that  the  two  compn- 
nies.  which  both  have  formidable  lobbying 
forces,  could  Influence  the  budget  of  their 
regulator  and  diminish  Its  independence.., 

The  bill  also  would  require  the  corpocth' 
tions  to  Increase  their  support  of  low- 
Income  and  other  affordable  housing,  par' 
ticularly  In  inner  cities.  The  bill  says  30%* 
of  the  mortgages  purchased  by  the  compa-" 
nies  must  be  made  in  central  cities  and  30%' 
must  support  housing  for  people  inth  less- 
than  the  median  Income,  although  the 
pools  can  overlap. 

The  banking  provisions  would  delay  by. 
three  months,  to  June  21. 1993.  the  effective" 
date  of  some  requirements  governing  In-, 
terestrate  disclosures  for  certificates  o(; 
deposit  and  other  savings  accounts.  The^ 
bill  also  would  make  1(  clear  thai  lascl 
year's  banking  bill  doesn't  give  regulators ' 
authority  to  set  the  salaries  of  bank  execu-  , 
lives  and  would  remove  limits  on  loans  to' 
bank  Insiders  If  the  loans  are  fully  secured^.; 
by  government  and  other  obligations. 
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AK, 

Anchorage 

AK, 

Anchorage 

AL. 

Tuscaloosa 

AZ, 

Phoenix. 

AZ, 

Tucson 

AZ, 

Tucson 

AZ, 

Phoenix 

AZ, 

Tucson 

CA. 

Mounuin    View 

CA, 

San    Frandsco 

CA, 

Satleoy 

CA, 

Chico 

CA, 

Oakland 

CA, 

San    Francisco 

CA, 

San    Francisco 

CA, 

Los    Angeles 

CA, 

HaTward 

CA, 

Watsonvtilc 

CA, 

Los    Angeles 

CA, 

San   Gabriel 

CA, 

Long    Beach 

CA, 

VIsalla 

CA, 

Oakland 

CA, 

Los    Angeles 

CA, 

San    Francisco 

CA, 

San   Jose 

CA, 

San    Francisco 

CA, 

Berkley 

CA, 

San    Francisco 

CA, 

San    Francisco 

CA. 

Los    Angeles 

CA, 

Santa   Ana 

CA, 

Riverside 

CA, 

Sacramento 

CA, 

VIsalla 

CA, 

SanU    Rosa 

CA, 

San    Francisco 

CA, 

Menio   Park 

CO, 

Aurora 

CO, 

Denver 

CO, 

Denver 

CO, 

Denver 

CO, 

Denver 

CT, 

Hartford 

CT, 

New   Haven 

CT, 

Westport 

CT 

Hartford 

CT, 

Hartford 

CT, 

Waterbnry 

District    of    Columbia 

District    of    ColumbU 

District    of    Columbia 

District    of    Columbia 

District    of    Columbia 

Falrrlcw    CommuDlty    Couacil 

Nomad     University 

Cominunlty    Service    Progrsnu   of   West   Alabama,    Inc. 

Chlcanos    Per    La    Causa,    lac 

Portable    Practical    Educatioaal    Preparation,    Inc. 

Primavcra     Builders 

REVIVE  ARIZONA!   (AHCC) 

SL    Philip's    In    the    Hills    Episcopal    Church 

Affordable     Housing    Network 

Bayvlew    Hunter's    Point    Foundation 

for    Community    Improvement 
Cabrlllo     Economic     Development     Corporation 
California    Coalition    for    Rural    Housing 

California     Community     Economic     Development     Association 
California     Reinvestment     Committee 
CANICCOR 

Communities     for    Accountable    Reinvestment 
Eden   Council   for   Hope  and   Opportunity   (ECHO) 
El   Pajaro   CDC 

Fair    Housing    Congress    of   Southern    California 
Fair    Housing    Council   of  San    Gabriel 
Fair    Housing    Foundation 

Hillsboro    Regional    Offlce,    Oregon    Legal    Services 
Jubilee     West 

Los    Angeles    Community    Reinvestment    Group 
Low    Income    Housing    Fund 

Mexican    American    Community    Services    Agency,    Inc. 
Mission     Housing     Development     Corporation 
National    Elconomlc    Development    abd    Law    Center 
Non-Prone    Housing    Association    of    Northern    California 
Northern    California    Community    Loan    Fund 
Office   of  Justice   and    Peace 

Orange    County    Community    Housing    Corporation 
Riverside    County    Department    of    Community    Action 
Rural    Community    Assistance    Corporation 
Self-Help     Enterprises 

Sonoma    County    People    for    Economic    Development 
South    East    Economic    Development 
The    WilUam   and    Flora    Hewlett    Foundation 
City    of   Aurora,    Home   Ownership    Assistance    Program 
Colorado    Center    for    Community    Development 
Denver     Community    Reinvestment    Alliance 
Mercy    Housing,    Inc. 
NEWSED,    Inc. 

Citizens'    Research    Education    Network    (CREN) 
Connecticut    Urban    Reinvestment    Endowment    (CURE) 
Hall    -    Brooke    Foundation,    Inc. 
HART    (Hartford    Areas    Rally    Together) 
La  Casa  de  Puerto  Rico 
Naugatuck    Valley    Project 
AFL-CIO    Housing    Investment    Trust 
Alliance    to    End    Childhood    Lead    Poisoning 
American     Planning     Association 
Arch    Training    Center,    Inc. 
Bendick    &    Egan    Economic    Consultants,    Inc. 


Rnlh    Mollon 

Eileen    Shute 

Bill    Edwards 

Pete    Garcia 

James    Farias 

Gordon    Packard 

Sandra    L.    Fcrnlza 

Paul    Buckwaltcr 

Marcia    Fein 

Austin     Thompson 

Jesse     Ornelas 

Anne     Harrington 

Sherrie    Pugh 

Alan    Fisher 

John   E.   Und 

Gil  da    Haas 

Arthur    Levine 

Pamela    Salsedo 

Michelle     White 

Sandra    Romero 

Barbara    Mowery 

Ellen     Johnson 

Donald    Falk 

Joe    Ryan 

Dan     Leibsohn 

Manny    Diaz 

Daniel     Hernandez 

James  W.  Head 

Diane    Spaulding 

Paul    Sussman 

Tom    Chabolla 

'       Allen     Baldwin 

Thomas    Tenorio 

William    French 

Peter    Carey 

Helga    Lemke 

Bert    Anderson 

Executive     Director 

Barbara    Hudson 

Frank   Ford 

Frank   Ford 

Lillian     Murphy 

Veronica     Barela 

Corey     Brunson 

Harvey    Kolzim 

Rosalie     Aberman 

Michael     Menatian 

Antonio     Soto 

Susan    Wefald 

Jim    Campbell 

Pierre    Ervillc 

Patricia     Vrabcl 

Duane   Gaulier 

Marc   Bendick 
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Dlilrici 

of 

Columbia 

Dlilrict 

of 

Columbia 

DUIrict 

of 

Columbia 

Dlilrict 

of 

Columbia 

District 

of 

Columbia 

District 

of 

Columbia 

Dlitrici 

of 

Columbia 

District 
District 


District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
of  Columbia 
of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
District  of  Columbia 
DE,  Newark 
DE,  Wllmlngtoa 
DE,  Dover 
DE,  WIlmlagtoB 
FL,  Tallahasee 
FL,    Miami 

FL,    PcDsacola 

FL,    Dajrtoaa    Beach 

FL,    Clearwater 

FL,    Coconut    Grove 
Qnlncy 
Pensacola 

FL,    Miami 

FL,     Peasacola 
Tallahassee 
Tallahasfcc 

FL,   Oriaado 

FL,    Miami 

FL,    Miami 

FL,    Hallaadale 

FL,  Miami 

FL,    LaaderfaUl 

FL,   Oriaado 

FL,    Miami 

FL,    Miami 
Miami 
Belle   Glade 
West    Palm    Beach 

FL,    Apopka 

FL,    Miami 

FL,    St.    Petersburg 


FL, 
FL, 


FL, 

FL, 


FL, 
FL, 
FL, 


Center    for    Community    Change 

Center    for    Policy    Alternatives 

Consumer    Federation    of    America 

Corporation     for     Enterprise     Development 

Fair    Housing    Coundl    of    Greater    Washington 

Housing     Assistance     Council 

Latino     Economic    Development     Corporation,     Inc. 

Local     Initiatives    Support     Corporation 

NAACP 

National    Alliaacc    to    Ead    Homelessaess 

National    American     Indian     Housing    Coalition 

National     Association    of    Community     Action     Agencies 

National    Assoc,    of    Housing    tc    Redev.    Officials 

National       Congress    for    Community    Econ.    Development 

National     Corporation    for    Housing    Partnership 

National    Council    of   La    Raza 

National     Council    of    State    Housing    Agencies 

National     Fair     Housing    Alliance 

National    League    of    Cities 

National    Low    Income    Housing    Coalition 

National     Neighborhood     Coalition 

National    Organization    of    Women 

National       Puerto    RIcan    Coalition 

National    Rural    Development    and    Finance    Corporation 

National    Trust    for    Historic    Preservation 

Neighborhood     Reinvestment     Corporation 

NETWORK:  A  National  CatfaoUc  Social  Justice  Lobby 

Rural    Housing    Coalition 
The    Rural    CoalitloB 

U.S.     Catholic     Conference 

U.S.    Conference    of    Mayors 

College   of  Urban    Affairs   and    Public    Policy 

Delaware    Community    Reinvestment    Action    Couacil 

Delnwarc     Housing     Coalition 

Honsiag    Opportunities    of   Northern    Delaware,    Inc. 

1000    Friendj    of   Florida 

AllapatUb     Boslness    Development    Agency 

AMR    at   Pensacola,    Inc. 

Central    Florida    Cooununity    Development    Corporation 

Clearwater    Neighborhood    Housing    Services,    Inc. 

Coconut    Grove    Community    Development    Corporation       Inc. 

Commonlty    &    Econ.   Devel'mnt   Org.    of  Gadsen   Co.    Inc. 

Community    Equity    Investments,    Inc. 

Dade    Employment    &    Economic    Development    Corporationi 

Florida    Federation    of    Community    Development    OirporatioBi 

Florida    Legal    Services,    Inc. 

Florida    Low    Income    Housing    Coalition 

Great    Neighborhoods 

Greater    Miami    Nelghborhooda 

Haitaln   Task    Force 

Hallaadale    Commualty    Development    Corporation 

HoiulBg    Opportunities    Project    for    Excellence 

Laudcrhill    Ecoaomic    Development    Agency 

Legal    Aid   Society   of  Orange    County    Bar   Assoc 

Miami-Dade    Neighorhood    Housing    Services,    Inc. 

New    Century    Development    Corporation 

New    Washington    Heights    Community    Development    Corporntion 

NOAH    Development    Corporation 

Palm    Beach    County    Housing    Partnership,    Inc. 

Rural   Law   Center,  Inc. 

St.     John     Community    Development     Corporatloa 
St.     Petersburg    Neighborhood     Housing     Services 


Allen     Flshbeln 
Bob    Stumbcrg 
Chris     Lewis 
Bill     Schweke 
Cornell     W.    Brooks 
Leslie    R.    Strauss 
Marcelo     Elissetche 
Benson     F.     Roberts 
Cecelic     Blakey 
Tom    Keayoo 
Ruth   Jaure 
Ed    Block 
Colleen     Gregaa-Moore 
Stephen    Glaude 
Conrad    Egan 
Charles     Kamasaki 
Barbara    Thompson 
Cathy    Cloud 
Julio    Barreto 
Cushlng     Dolbeare 
Bud    Kanitz 
Glnny     Montes 
Roberto    Nazario 
Neal  Nalhanson 
Harry   Schwartz 
George    Knight 
RIchelle   Friedman 
Alison     Felghan 
Joanne    Durham 
Tom    Shellabarger 
Etigene  Lowe 
SUven    Peguet 
Dolores     Solberg 
David    Hill 
Curtis    Johnson 
Jamie    Ross 
Rafael     Cabezas 
Beth    Davis 
Mack    Home 
Isay    Gulley 
David    Alexander 
Millie     Forehand 
Dan    Horvath 
Bcrnlce    Butier 
Dan    Horvath 
Ben    Ochshorn 
Susan    Parks 
Lorry   James 
Gux    Dominguez 
Ives     Vielot 
Reeta     Mills 
William     Thompson 
Jncqueline     Gonzalez 
Helalne     Blum 
Gail     Williams 
George    Hepburn 
Jackie     Bell 
John     Brown 
George     Steele 
Carl    Webster 
David    Days 
Gordon    Fessenden 
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FL,     Galnesvillf 

GA,    AllanU 

GA,    AllanU 

GA,    Ameiicus 

GA,    Atlanta 

GA,    Atlanta 

GA,    Atlanta 

GA,    Atlanu 

lA,    Des    Moines 

IL,    Chicago 

IL,    Chicago 

IL,    Des    Plaiaes 

IL,    Chicago 

IL,    Geneva 

II,     Chicago 

IL,    Chicago 

IL,    Chicago 

IL,    Chicago 

IL,    Chicago 

IL,    Homewood 

IL,     Springfield 

IL,    Chicago 

IL,    Chicago 

IL,    Chicago 

IL,    Chicago 

IL,    Chicago 

IL,     Chicago 

IL,    Chicago 

IL,    Chicago 

IN,   South    Bend 

IN,     EvaasTlllc 

IN,    Indianapolis 

IN,     Indlcnapollfl 

IN,     Indianapolis 

IN,     Indianapolis 

IN,     Indianapolis 

IN,  Notre   Dame 

KS,  OverUnd   Pnilt 

KS,    Topeka 

KS,    Topeka 

KY,    Bardslown 

KY,     LonlsTllle 

KY,     LoolsTlllc 

LA,    Baton    Ronge 

LA,  New   Orleans 

MA,    Gloucester 

MA,    Cambridge 

MA,     Boston 

MA,     Boston 

MA,     SpringHeld 

MA,     Boston 

MA,    Roxkur; 

MA,     Boston 

MA,     Boston 

MA,     Wincbendon 

MA,     SomerTllle 

MA,     Boston 

MA,     Boston 

MA,     Boston 

MA,    Jamaica    Plain 

MA,    West    Soraervllle 

MD,    Bethesda 


United     Gainesville    Community     Development     Corp.     Inc. 

AtlanU     Neighborhood     Development     Partnership,     Inc. 

Geogl^     Legal     Services 

Habitat    for    Humanity    International 

MLK,   Jr.    Center    for    Community-    Development 

MLK,   Jr.    Center    for    Nonviolent    Social    Change,    Inc. 

NAACP    Community    Development    Resource    Center 

Southern     Regional     Council 

Iowa    Citizens    for    Community    Improvement 

ACORN    Housing    Corporation 

Bethel   New    Life,   Inc. 

NCRC    Individual    Member 

Chicago    Association    of    Neighborhood    Dev.    Org's    (CANDO) 

Community     Contacts,    Inc. 

NCRC    Individual    Member 

Community    and     Economic    Development    AssodaUoa 

Community    Renewal    Society 

Continental     Community     Development     Corporation 

Greater    Southwest    Development 

Homeseekers     Service 

Illinois     Community     Action     AssodatloB 

Illinois      Facilities 

Leadership    Council    for    Metropolitan    Open    Communlttes 

Logan    Square    Neighborhood    Association 

Neighborhood    Housing    Services    of    Chicago 

Southeast     Chicago     Development     Commlsslcn 

Sutewide     Housing     Coalition 

Women's    Business    Development     Center 

Woodstock     Institute 

aUzen's   Action    for  So.    Bend    Housing   Pins   (CASH    PLUS) 

Community    Action    Program    of    EvansvUle    (CAPE) 

Eastslde    Community     Investments,    Inc. 

Indiana    Assoc    for    Community    Econ.    Development 

Indianapolis     Neighborhood     Housing     Partnerships 

Near    North    Development    Corporation 

Northwest    Indiana    Open    Hoosiag    Center  Constan 

NCRC    Individual   Member 

Great    Plains    Lending    Services 

Housing    and    Credit    Counseling,    he 

Accessible     Residential     Options,     Inc. 

Credit    Committee 

Metropolitan     Bousing     Coalition 

New    Directions    Housing    Corporation 

Mid    City    Redevelopment    Alliance 

Treme    Community    Reinvestment    Action    Council 

Action,     Inc. 

Cambridge    Hoaalng    Resource    Board 

Commoalty    Econ.    Development    Assistance    Council 

Fenwny     Commaalty    Development    Corporntlon 

Instltnte    for    Conunanlty    Economics 

Madison    Pnrk    Development    Corporation 

Massachusetts    Affordable     Housing    Alllnncc 

MassachnsetU    Association    of    CDC's 

MetropollUn    Boston     Hooslng    PnrtnersUp,    inc. 

Rural    Housing    Improvement,    Inc. 

SomerviUe     Coaamanliy     Corporation 

Tent    City    Corporation 

The    Discount    Fonndatlan 

Union     Neighborhood     Assistance     CorporatioB 

Urban    Edge    Housing    Corporation 

Yoalh    Build   USA 

Calvert    Asset    Management    Company 


Vian     Cockerham 

Hattie    Hudson 

Robert    Brown 

Allan     Donaldson 

James    Oxendine 

Ernest     Jackson 

Jane     English 

Dana    Bolden 

Joe    Fagan 

Mike  Shea 

Mary    Nelson 

Calvin    Bradford 

Ted    Wysockl 

Susan    Schumpp 

C.    Everett    Wallace 

Eva     Booker 

Frances    L.    Gamwell 

Frances     Grossman 

Jim    Capraro 

Nancy     Dominik 

Allan    Timke 

Trinlta    Logue 

Aurle    Pennick 

Nancy    Aardema 

Glenn    Toppen 

Lynne    Cunningham 

Judy   Melma 

Linda   Darragh 

Malcom    Bush 

Nell    Gilbert 

Alice    Weathers 

Dennis    West 

Marsha     Robinson 

Jonathan    Edmonds 

Eileen     Laughlin 

ce    Kaye    Mack- Ward 

Reynold     Nesiba 

Dustan    Shepherd 

Bradley    Streeter 

Bob     Mikesic 

Gayle    Barbet 

Sozy    Post 

Joe    Gllcssner 

Knrca    Krystock 

Randall    Mitchell 

Keaaeth    Riaf 

Jacquellae    Sacks 

Michael    Goadek 

Barbara    Burnham 

Matla    Hahn 

Danette    Jones 

Adrinnne    Anderson 

Ricaaae    Hadrian 

Lisa    Boyd 

Earaest    Bercsfa 

Dharmeaa    Downey 

Bob     JacobsoB 

Susan    China 

Bruce    Marks 

Mosslk     Hacoblan 

Melvyn     Colon 

Jon    Llckerman 
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MD, 

Baltimore 

MD, 

Baltimore 

MD, 

Baltimore 

MD, 

Baltimore 

MD, 

Silver    Spring 

MD, 

Baltimore 

MD, 

Baltimore 

MD, 

Columbia 

MD, 

Capitol     Heights 

MI, 

Ann   Arbor 

MI, 

Grand   Rapids 

MI, 

Detroit 

MI, 

Grand   Rapids 

Ml, 

Lansing 

MI, 

Muskegon 

MI, 

Pontlac 

MI, 

Flint 

MN, 

Hopkins 

MN, 

Minneapolis 

MN, 

Mankato 

MO, 

Kansas    CItjr 

MO, 

Kansas    City 

MO, 

Kansas    City 

MO, 

St    Louis 

MO, 

Applelon    City 

MS, 

Jackson 

MS, 

Greenville 

MS, 

Hattiesburg 

MS, 

Yaioo    City 

MT, 

Great    Falls 

MT, 

Lame  Deer 

NC, 

Durham 

NC, 

Charlotte 

NC, 

Raleigh 

NC, 

Durham 

NC, 

WInslon-Salem 

NC, 

Henderson 

NC, 

WInston-Salem 

NC, 

Asheville 

NC, 

Raleigh 

NC, 

Raleigh 

NC, 

Raleigh 

NC, 

Charlotte 

NC, 

Elizabeth    City 

NC, 

Rocky    Mount 

NC, 

Charlotte 

NC, 

Durham 

NH, 

Concord 

NJ, 

Trenton 

NJ, 

New   Bronswlck 

NJ, 

Toms    River 

NJ, 

Hackensack 

NJ, 

Trenton 

NJ, 

Orange 

NJ, 

Nevrark 

NJ. 

Camden 

NJ, 

Hackensack 

NJ, 

Trenton 

NJ, 

Trenton 

NJ, 

Passaic 

NM 

[,   Albuquerque 

NM 

[,   Santa    Fe 

Baltimore     Neighborhoods,     Inc. 

Development     Training     Institute 

Marlanist    Office    of   Justice    and    Peace 

Maryland     Alliance     for     Responsible     Investments 

McAuley     Institute 

NAACP    -    Baltimore 

Northwest     Baltimore     Development     Corporation 

The    Enterprise    Foundation 

Uoitcd     Communities    Against    Poverty 

Ann    Arbor    Community    Development    Corporation 

Coalition    for    Community    Reinvestment,    Grand     Rapids 

Detroit    Alliance    for    Fair    Banking 

Fair   Housing   Center   of  Greater   Grand   Rapids 

Flint    Coalition    for    Fair    Banlciog    Practices 

Muskegon    Area    Fair    Housing    Center 

Oakland    Livingston    Human    Service    Agency    (OLHSA) 

The    Charles    StewaH    Mott    Foundation 

Community    Action    for    Suburban    Hennepin 

Community     Reinvestment    Fund,    Inc. 

Minnesota     Valley     Action     Council,    Inc. 

Community    Development    Corp.    of    Kansas    City 

Kansas     City     Neighborhood    Alliance 

Legal   Aid   of  Western    Missouri 

New    Venture    Research 

West    Central    Missouri    Community    Action    Agency 

Foundation    for    the    Mid   South 

Mississippi    Action    for    Community     Education,    Inc. 

Unified     Neighborhood     Association 

Yazoo    Community    Action,     Inc. 

Council    for    Concerned    Citizens 

Native     Action 

Center    for    Community    Self   Help 

Charlotte     Organizing     Project 

Community    Reinvestment    Alliance    •    North    Carolina 

Durham    Affordable    Housing    Coalition 

East    Winston    Community    Development    Corporation 

Gateway    Community    Development    Corporation 

(KPCH)    Klmberly   Pk,   Piedmont   Pk,    Cleveland,    Happy    HIU 
Neighborhood     Housing    Services    of    Asheville 

North    Carolina    Association    of    CDC 

North    Carolina    Low    Income    Housing    Coalition 

North    Carolina    Rural    Economic    Development    Center 

Reld    Park    Associates 

River    City    Community    Development    Corporation 

Rocky    Mount/Edgecombe    Community    Development    Corp. 

Southern    Finance    Project 

UDI     Community     Development     Corporation 

New     Hampshire     Community     Reinvestment    Association 

Affordable    Housing   Network   of  New   Jersey 

American    Affordable    Housing    Inst.-    Rutgers    Univ. 

Black  United  Fund  -  Ocean  County  Board 

Fair    Housing    Council    of   Northern    New    Jersey 

Isles,     Inc. 

National     Housing     Institute 

New    Community     Corporation 

New   Day   Outreach   of  New   Jersey,   Inc 

New    Jersey    Citizen's    Action 

New  Jersey   Community   Loan    Fund 

Quince     Associates 

United    Passaic    Organization     . 

Association    for    Retarded    Citizens    of    Albuquerque 

Santa    Fe    Neighborhood    Housing    Services,    Inc. 


George    B.    Laurent 
Joe     McNeely 
Richard     Ullrich 
Thomas     Chakley 
JoAnn    Kane 
George    Bun  tin,    Jr. 
Christopher     Whitney 
F.    Barton    Harvey,    III 
DorU    Adams 
Michelle     Richards 
Frank    Lyon 
Jeanne    Mirer 
Lee    Nelson    Webber 
Floyd     Clack 
Marcia     Aslakson 
Diana    L.    Suhl 
Jack     Litzenbcrg 
Sharon     Johnson 
Frank    Altman 
Chris    Eng 
Donald     Maxwell 
Colleen    D.    Hernandez 
Michael     Duffy 
Lee    Crockett 
Marilyn     Miller 
Carol     Blackmon 
Larry  N.  Farmer 
Joe    H.    Wiley 
Arthur    James 
Toni    Austad 
Fred    Small 
Katharine    McKee 
Jane    Burts 
Debbie    Warren 
Peter     Skillen 
James    Grace 
Irvin     Henderson 
Valeria    D.    Page 
Richard    Mathews 
Abdul    SM    Rasheed 
Linda   Shaw 
Kenneth    L.    Flowers 
Jackie   Edwards 
Lenora    Jar  vis    Mackey 
Joyce     M.    Dickens 
Tom     Schlesinger 
R.   Edward  SUwart 
Arnle    Alpert 
Diane    Sterner 
Daniel     Hoffman 
Leniah     Johnson 
Lee    Porter 
Martin     Johnson 
Patrick     Morrissy 
William    LInder 
Patricia     Cooper 
Phyllis     Salowe-Kaye 
Anne    Li 
Kevin    Quince 
Ed    Lyons 
Chcrle    Hymcs 
Michael     Loftln 
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NN, 

Chlnle 

NN, 

Window    Rock 

NV, 

Reno 

NV, 

L»s   Vegas 

NV, 

Reno 

NY, 

Brooklyn 

NY, 

New  York 

NY, 
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Dineh     Cooperatives 

Navajo     Nation-Division     of     Economic     Development 

City   of  Reno   -    FXINND 

So.    NV    Reinvestment    &    Affordable    Housing    Committee 

Truckee    Meadows    Fair    Housing 

ACORN  -  New  York 

Asian    Americans    for    Eijuality 

Catsklil     Mountain     Housing    Development     Corporation 

Central     Brooklyn     Partnerships/Central     Brooklyn 

Federal   Credit  Union 
Columbia   University   -   Grad.   School   of  Arch.   ■&    Plan. 
Community    Action    Agency 

East    Fulton    Street    Revltallzatlon    and    Development    Corp. 
East    Harlem    Inlerfalth 
Harlem    Restoration    Project,    Inc. 
Kellncr,    DILco    &    Company,    Inc. 
Lawyers   Alliance   for   New   York 
LcWtlcus    25:23    Alternative    Fund,    Inc. 
Mutual    Housing   Association    of   New    York 
National    Federation    for    Neighborhood    Diversity 
National    Federation    of    Community    Development 

Credit   Unions 
Neighborhood    Preservation    CoallUoa    of   NY    SUte,    Inc. 
New    York    City    Housing    Partnership,    Inc. 
New    York   SUte    Rural    Housing    Coalition 
NYC    Conserve,    Inc. 
Partners    Through    Food 
Rehabilitation     Support    Services,     Inc. 
Rural    Opportunities,    Inc. 
Rural    Ulster    Pcrscrvation    Company,    Inc. 
Schncctady    Community    Action    Program,    Inc. 
SOBRO   South    Bronx    Overall    Economic 

Development    Corporation 
Syracuse     Community     Reinvestment     Coalition 
Syracuse    United    Neighbors 
The   Surdna    Foundation,    Inc. 
Utica    Community    Action 

Westchester     Residential    Opportunities    Options,     Inc. 
Appalachian    Center    for    Economic    Networks 
Coalition    for    Community    Reinvestment 
Coalition     of     Neighborhoods 
Dayton    CRA    Alliance 

Department    of    Neighborhood    Housing    &    Conservation 
Lorain    County    Community    Action    Agency 
Ohio    Community    Development    Finance 
South    of    Main    Development    Corporadoa 
The   George   Gund    Foundation 

Ohio    Community    Development    Corporation     Association 
Ohio    University     Innovation     Center 

Association    of    Oregon    Community    Development    Orgs. 
Bureau    of    Community    Development 
Neighborhood    Partnership    Fund 
Northeast     Community    Development     Corporation 
LINK    Community    Development    Corporation 
Oregon    Legal    Services    Corporation 
Portland    Housing    Center 
REACH,    Community    Development,    Inc. 
Self-Hclp     Improvement     Project 
ACORN    -    Pennsylvania 
Affordable   Housing   Group   c/o  The   Greater 

Harrlsburg    Foundation 
Community    Action    Committee    of   the    Lehigh    Valley 
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Jefferson     Manor     Community     Development     Corporation 

La    Casa   del    Pueblo 

Mon     Valley     InltUClve 

National    Association    of    Community    Development    Loan     Funds 

Pittsburgh     Community     Reinvestment    Group 

Temple    University    Institute    for    Public    Policy    Studies 

Tri-County    Commission     for    Community    Action 

United    Neighborhood    Centers    of    Lackawanna    County 

Fomeoto    dc    Corporaciones-Propledad    Dc    Trabajadorcs 

Blackstone    Valley    Community    Action    Program,    Inc. 

South     County    Community    Action 

South    Carolina    Institute    on    Poverty    and    Deprivation 

East    Tennessee    Community    Design    Center 

Mid-South    Peace    &    Justice    Center 

Southern     Neighborhoods     Network 

Tennessee    Network    for    Community    Economic    Development 

Credit     Coalition 

Fifth    Ward    Community    Redevelopment    Corporation 

SUNNYSIDE-UP,    INC. 

Texas     Development     Institute 

Texas    Low    Income    Housing    InforDutioD    Service 

Texas    Rural    Legal    Aid,    Inc. 

Unldos  Para  La  Cente 

Community     Development     Consultants,     lac. 

Salt    Lake    Neighborhood    Housing    Services,    Inc. 

Utah     Issues 

Accountant    for    Hire! 

First     Nations     Development     Institute 

Housing    Opportunities    Made    Equal 

Virginia    L«gal    Aid    Society,    Inc. 

United    Way    of  America 

Housing    Partnerships,     Inc. 

Virginia    Water    Project,    Inc. 

Virginians     for     Recycling,     Inc. 

Vermont   Community    Loan    Fund 

Vermont     Community     Reinvestment     Association 

Vermont    Housing    and    Conservation    Board 

City    of    Vancouver,    Office    of    Neighborhoods 

NCRCIndividual     Member 

Spokane    Low    Income    Housing    Consortium 

Washington     Reinvestment     Alliance 

ADVOCAP,    Inc. 

Common     Wealth     Development 

Fair    Lending    Project 
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Total    NCRC    Members:       348 
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NEWS  RELEASE 

EMBARGOED  FOR  RELEASE  THURSDAY  AUGUST  12, 1993  10:00  AM 
PLEASE  HONOR  EMBARGO 

FOR  MORE  INFORMATION  CONTACT: 

Jonathan  Brown,  Ralph  Nader  or  John  Richard 
202-387-8030 

COMPUTER  MAPPING  REVEALS  EVIDENCE  OF  WIDESPREAD 

DISCRIMINATION  AGAINST  MINORFFY  NEIGHBORHOODS 

BY  49  MAJOR  MORTGAGE  LENDERS 

New  Report  Documents  61  Likely  Violations  of 
Federal  Fair  Lending  Laws  in  16  M^or  Cities 

In  the  most  comprehensive  computer  study  of  mortgage  lending  practices  ever 
performed.  Essential  Information.  Inc.,  the  Nader-founded  public  interest  group,  today 
released  a  report  offering  strong  evidence  that  49  major  mortgage  lenders  have  engaged  in 
racial  redlining  in  violation  of  federal  Fair  Lending  laws  -  the  Fair  Housing  Act  and  the 
Equal  Credit  Opportunity  Act 

Based  on  Federal  Reserve  Board  data  for  1.2S  million  mortgage  loan  applications 
made  in  1990  and  1991,  the  study's  color-coded  computerized  maps  reveal  62  distinct  "worst 
case  lending  patterns"  in  16  major  U.S.  cities.  "Worst  case  lending  patterns"  are  geographic 
mappings  that  show  that  mortgage  lenders  have  excluded  minority  neighborhoods  from  their 
"effective  lending  territories,*  or  have  substantially  underserved  such  neighborhoods,  in 
apparent  violation  of  federal  law.  A  mortgage  lender's  effective  lending  territory  is  the 
geographic  area  within  which  the  lender  originates  most  of  its  mortgage  loans. 

All  of  the  lending  information  analyzed  in  the  report  was  based  on  mortgage  loan  dau 
collected  by  each  mortgage  lender  and  reported  to  the  Federal  Reserve  Board.  The  Federal 
Reserve  Board  malces  this  dau  available  to  the  public  on  computer  tape. 

-MORE-  1 
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According  to  the  study,  the  lender  with  the  greatest  number  of  worst  case  lending 
patterns  was  Sears  Mortgage  Corporation,  with  such  patterns  in  six  major  cities,  followed  by 
Prudential  Home  Mortgage  Company,  with  such  patterns  in  three  major  cities. 

Six  other  lenders  were  mapped  as  worst  case  lenders  in  two  metro  areas  each: 

■  Chase  Home  Mortgage  Corporation  in  Chicago  and  New  York  City; 

■  IMCO  Realty  Services  in  Dallas  and  Houston; 

■  CTX  Mortgage  Company  in  Dallas  and  Houston; 

■  Margaretten  &  Company  in  Philadelphia  and  Miami; 

■  American  Home  Funding  in  Buffalo  and  Baltimore;  and 

■  B.F.  Saul  Mortgage  Company  in  Washington,  D.C.  and  Baltimore. 

A  complete  list  of  the  62  "worst  case  lending  patterns,"  and  the  49  lenders  responsible 
for  them  is  provided  below. 

Racial  redlining  occurs  when  a  lender  refuses  to  make  mortgage  loans  available  in 
minority  neighborhoods.  Traditionally,  lenders  would  simply  refuse  to  makes  loans  in 
minority  neighborhoods.  Today,  however,  lenders  engage  in  redlining  through  more  subtle 
practices  and  policies.  Lenders  may  discourage  persons  in  minority  areas  from  formally 
submitting  loan  applications  (a  practice  known  as  pre-screening);  pursue  marketing  strategies 
that  exclude  minority  areas,  such  as  signalling  real  estate  brokers  that  loans  from  minority 
areas  will  not  be  receive  favorable  treatment;  or  adopt  exclusionary  underwriting  standards 
that  work  against  loan  applications  from  minority  areas. 

According  to  consumer  advocate  Ralph  Nader,  The  Federal  Reserve  Bank  of  Boston's 
October  1992  landmark  study  of  mortgage  lending  discrimination  in  Boston  has  made  clear 
that  the  credit  decision  process  is  inherently  subjective  and  that  lender  attitudes  are  crucial  in 
determining  the  outcome.  There  is  no  area  where  subjectivity  provides  an  easier  mark  for 
prejudice  than  making  credit  judgments  about  minority  neighborhoods,"  Nader  added. 

--  MORE  -  2 
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*In  an  economic  sense,  racial  redlining  reduces  housing  finance  options  for  borrowers 
in  minority  neighborhoods  and  weakens  competition  in  the  mortgage  market,"  said  Nader.   "It 
is  the  key  reason  for  the  existence  of  a  discriminatory,  dual  housing  flnance  market  that 
forces  residents  of  minority  neighborhoods  to  pay  higher  mortgage  costs  and  receive  less 
favorable  mortgage  terms."  Nader  said. 

'In  a  broader  social  sense,  racial  redlining  discourages  minorities  from  pursuing  home 
ownership  opportunities  and  reinforces  the  debiliuting  social  experience  of  racial 
discrimination,"  Nader  added. 

According  to  Jonathan  Brown,  author  of  the  Racial  Redlining  -  A  Study  of  Racial 
Discrimination  by  Banks  and  Mortgage  Companies  in  the  United  States,  "Many  of  the  worst 
case  lending  patterns  identified  by  the  study  involve  patterns  of  excluding  minority 
neighborhoods  that  are  more  severe  than  the  pattern  exhibited  by  Decatur  Federal  S&L  of 
Atlanta,  Georgia".  The  U.S.  Department  of  Justice  brought  a  landmark  "pattern  and  practice" 
suit  against  Decatur  in  September  of  1992  for  violation  of  the  Fair  Lending  laws.   In  that 
case,  the  Justice  Department  charged  that  Decatur  had  unlawfully  excluded  Atlanu's  black 
neighborhoods  from  its  effective  lending  territory.  Under  a  court-approved  consent  decree, 
Decatur  agreed  to  pay  SI  million  in  damages  and  undertake  a  major  affirmative  marketing 
program  in  Atlanta's  minority  neighborhoods. 

"The  federal  Fair  Lending  enforcement  agencies  have  failed  to  set  standards  for 
determining  when  a  lender  has  improperly  excluded  minority  neighborhoods  from  its  effective 
lending  territory,"  said  Brown.  "This  lack  of  standards  has  inhibited  federal  Fair  Lending 
examiners  and  investigators  from  pursuing  racial  redlining  practices."  Brown  observed,  "The 
federal  banking  regulators  usually  address  racial  redlining  as  a  Community  Reinvestment  Act 
(CRA)  issue,  rather  than  a  Fair  Lending  issue.  But,  the  CRA  standard  of  weighing  many 
factors  in  application  proceedings  is  much  lov^r  than  the  nondiscrimination  standard  implicit 
in  the  Fair  Lending  laws." 
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Brown  said,  "A  key  to  curbing  racial  redlining  will  be  for  the  Housing  and  Urban 
Development  Department  (HUD)  to  use  its  broad  rulemaking  authority  under  the  Fair    ' 
Housing  Act  to  establish  strong  enforcement  standards.  These  standards  must  address  all 
types  of  racial  redlining:  discriminatory  marketing;  pre-screening;  discriminatory  treatment  of 
applicants;  and  policies  and  practices  that  have  a  disparate  impact  or  discriminatory  effect  on 
minority  neighborhoods."   Brown  noted,  "It  is  critical  for  these  standards  to  incorporate  the 
'effects  test'  concept  of  discrimination.   Otherwise,  regulators  will  be  unable  to  reach  lenders 
who  pursue  upscale  marketing  strategies  or  adopt  restrictive,  upscale  lending  criteria." 

Brown  said,  "The  role  of  HUD  in  setting  standards  to  curb  racial  redlining  is  pivoul 
because  HUD  has  the  authority  under  the  Fair  Housing  Act  to  set  standards  that  will  be 
binding  on  all  the  federal  Fair  Lending  enforcement  agencies.  If  we  wait  for  all  these 
regulators  to  reach  a  consensus,  we  will  have  a  classic  example  of  regulation  by  lowest 
common  denominator.  HUD  needs  to  take  quick  and  forceful  action.  This  will  be  a  real  test 
of  the  Clinton  Administration's  commitment  to  civil  rights  enforcement,  the  minority 
community,  and  the  cities." 

Nader  said,  "Congress  should  enact  legislation  to  facilitate  creating  state-based 
Financial  Consumer  Associations.  Financial  Consumer  Associations  are  nonprofit, 
nonpartisan  organizations.  They  depend  on  voluntary  contributions  from  consumers.   People 
can  learn  about  Financial  Consumer  Associations  from  notices  placed  in  mailings  from 
government  agencies  and  financial  institutions.   The  members  elect  a  board  of  directors  which 
can  hire  a  staff  of  researchers,  writers,  organizers,  accountants  and  lawyers." 


--  MORE  - 
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Key  Findings 

Among  the  chief  findings  of  the  report  are: 

■  The  62  worst  case  lending  patterns  are  prima  facie  evidence  of  unlawful 
discrimination  in  mortgage  lending.  The  62  worst  case  lending  patterns  identified  in 
this  report  demonstrate  that  the  49  major  mortgage  lenders  responsible  for  these 
patterns  have  excluded  minority  neighborhoods  from  their  effective  lending  territories 
or  substantially  underserved  such  neighborhoods.  These  lending  pattern  maps  and  the 
corresponding  HMDA  statistics  provide  strong  prima  facie  evidence  of  marketing 
policies  and  other  lending  policies  that  discriminate  against  minority  neighborhoods  in 
violation  of  the  federal  Fair  Lending  laws  —  the  Fair  Housing  Act  and  the  Equal 
Credit  Opportunity  Act 


■  Mortgage  tenders  control  the  shape  of  effective  lending  territories,  and  thus  bear 
responsibility  for  excluding  or  underserving  minority  neighborhoods.  Effective  lending 
territories  are  often  shaped  by  marketing  strategies  that  target  particular  neighborhoods 
and  classes  of  borrowers,  while  avoiding  other  neighborhoods  and  borrower  classes. 
This  indicates  that  the  exclusion  or  underserving  of  minority  neighborhoods  is  a 
consequence  of  decisions  and  conduct  on  the  part  of  the  lender,  rather  than  an 
outcome  determined  by  the  underlying  preferences  and  choices  of  mortgage  loan 
appUcants.  For  this  reason,  worst  case  lending  pattern  maps  should  be  regarded  as 
prima  facie  evidence  of  unlawful  discrimination. 


■  The  great  majority  of  the  62  worst  case  lending  patterns  result  primarily  from  an 
induced  lack  of  applications  from  minority  neighborhoods,  not  low  loan  approval 
rates.   This  flnding  is  important  because  it  indicates  that  the  primary  cause  of  racial 
redlining  lies  in  marketing  policies  that  have  excluded  minority  neighborhoods  or  pre- 
screening  tactics  that  have  discouraged  loan  applicants  from  such  neighborhoods. 

■  There  is  a  sizable  market  for  home  purchase  loans  in  minority  neighborhoods  that 
offers  ample  lending  opportunities  to  a  wide  range  of  mortgage  lenders.   Although  the 
volume  of  home  purchase  loans  in  minority  neighborhoods  is  on  average  significantly 
less  than  in  white  neighborhoods,  there  are,  nonetheless,  substantial  business 
opportunities  for  lenders.  For  the  16  metro  areas  examined  in  this  report,  the  flow  of 
home  purchase  loans  in  minority  neighborhoods  (areas  having  minority  populations  of 
SO  percent  or  more)  was  on  average  44  percent  of  the  flow  in  white  neighborhoods. 
Thus,  it  is  simply  not  correct  for  mortgage  lenders  to  claim  that  the  size  of  the 
mortgage  loan  market  in  minority  neighborhoods  is  too  small  to  provide  lending 
opportunities. 
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■  Major  conventional  lenders  can  actively  serve  the  home  financing  needs  of  minority 
neighborhoods.    Several  major  lenders  were  acUvely  engaged  in  mortgage  lending  in 
minority  neighborhoods,  and  some  of  these  "affinnaiive"  lenders  emphasized 
conventional  loans,  rather  than  government-insured  loans  (FHA  and  VA).   For 
example,  100  percent  of  the  2,386  home  purchase  loans  originated  by  Citibank  in  the 
minority  neighborhoods  of  the  New  Yoric  metro  area  during  1990-91  were 
conventional  loans,  not  government-insured  loans.   Similarly,  100  percent  of  the  1,490 
home  purchase  loans  on'-inated  by  Great  Western  in  the  Los  Angeles  metro  area 
during  1991  were  conventional  loans.  This  shows  dramatically  that  conventional 
financing  can  play  a  major  role  in  minority  neighborhoods.  The  notion  that  minority 
neighborhoods  require  government-insured  home  fmancing  is  a  stereotype  that  is  both 
false  and  damaging  to  minority  neighborhoods. 

■  Upscale  marketing  policies  have  discriminatory  effects.   A  number  of  the  major 
lenders  responsible  for  the  62  worst  case  lending  patterns  have  limited  their  effective 
lending  territories  to  include  primarily  upscale  neighborhoods  --  a  practice  that  has  a 
stark,  disparate  impact  on  minority  neighborhoods. 

■  Upscale  lending  criteria  have  discriminatory  effects.   Major  lenders  that  adopt 
restrictive  lending  criteria  that  exclude  low  and  moderate  income  borrowers  are 
frequently  responsible  for  worst  case  lending  patterns.  Prime  examples  of  this  link 
between  restrictive  lending  criteria  and  racial  redlining  are  Prudential  Home  Mortgage 
Company,  Chase  Home  Mortgage  Corporation,  and  Chemical  Bank  in  New  York; 
Nationsbank  Mortgage  Corporation  and  B.F.  Saul  Mongage  Company  in  Washington, 
DC;  NED  Mortgage  Company  in  Chicago;  and  Citibank  Federal  Savings  Bank  in  Los 
Angeles. 


■  The  types  of  minority  neighborhoods  excluded  by  mortgage  lenders  can  vary  greatly 
depending  on  the  minority  population  concentration  level  and  on  the  racial  group. 
The  study  found  that  lenders  often  have  different  cut-off  points  for  excluding  minority 
neighborhoods  from  their  effective  lending  territories.  These  can  vary  considerably 
from  one  lender  to  the  next  based  on  the  level  of  minority  population  concentration 
(25  percent,  50  percent,  75  percent),  or  based  on  whether  a  minority  neighborhood  is 
predominantly  black  or  Hispanic. 


■  African  Americans  bear  the  brunt  of  racial  redlining.  While  marketing  policies  that 
exclude  minority  neighborhoods  injure  the  broad  spectrum  of  the  minority  population, 
they  fall  most  heavily  on  the  African  American  community. 
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■  Mortgage  companies  are  responsible  for  two-thirds  of  the  worst  case  lending 
patterns.   The  62  worst  case  lending  patterns  identified  in  this  study  are  distributed  by 
type  of  knder  as  follows. 

Independent  iriongage  companies  (mortgage  companies  that  are  not  subsidiaries  of 
banks,  savings  institutions,  or  bank  holding  companies)  -  23 

Mortgage  company  subsidiaries  (nonbank)  of  bank  holding  companies  ~  7 

Mortgage  company  subsidiaries  of  savings  institutions  ~  6 

Mortgage  company  subsidiaries  of  commercial  banks  ~  4 

Savings  institutions  ~  14 

Commercial  banks  -  8 

Thus,  mortgage  companies  (both  independent  mortgage  companies  and  those  direcdy 
affiliated  with  banking  organizations)  account  for  40  of  the  62  worst  case  lending 
patterns,  or  65  percent  of  all  such  instances. 

■  HUD  must  take  the  lead  in  the  investigation  of  the  62  worst  case  lending  patterns. 
HUD  is  the  federal  agency  with  primary  Fair  Lending  enforcement  authority  for 
independent  mortgage  companies  and  nonbank  subsidiaries  of  bank  holding  companies. 
These  two  types  of  lenders  account  for  30  of  the  62  worst  case  lending  patterns,  or  48 
percent  of  such  instances. 

Recommendations 

To  begin  reversing  more  than  a  decade  of  lax  enforcement  of  Fair  Lending  law,  the 
report  makes  the  following  recommendations. 

1.  The  federal  Fair  Lending  enforcement  agencies  should  begin  prompt  investigations 
of  61  worst  case  lending  patterns  identified  by  this  report 

2.  The  Justice  Department  should  (a)  review  the  61  worst  case  lending  patterns  for 
possible  civil  prosecution  and  (b)  issue  a  report  that  examines  the  causes  of  these 
lending  patterns  and  evaluates  the  investigations  performed  by  the  primary 
enforcement  agencies  (HUD  and  the  federal  banking  agencies). 

3.  The  federal  Fair  Lending  enforcement  agencies  should  routinely  determine  each 
mortgage  lender's  effective  lending  territory  and  assess  from  a  Fair  Lending 
perspective  whether  minority  neighborhoods  have  been  excluded  from  this  territory  or 
underserved. 

-  MORE  -  7 
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4.  The  federal  Fair  Lending  enforcement  agencies  should  routinely  create  and  review 
lending  pattern'  maps  for  individual  mortgage  lenders  as  an  aid  in  defming  effective 
lending  territories  and  assessing  whether  there  is  evidence  of  racial  redlining. 

5.  In  implementing  the  ban  on  racial  redlining,  the  federal  Fair  Lending  enforcement 
agencies  should  fully  develop  the  "disparate  impact"  or  "effects  test"  theory  of 
discrimination. 

6.  HUD  should  promulgate  new  Fair  Lending  regulations  that  would  establish  an 
effective  enforcement  strategy  against  racial  redlining.  The  new  HUD  regulations 
should  establish  standards  for  defining  a  mortgage  lender's  effective  lending  territory 
and  determining  whether  minority  neighborhoods  have  been  improperly  excluded  or 
substantially  underserved.  The  regulations  should  make  clear  that  where  upscale 
marketing  strategies  have  a  clear  discriminatory  effect  on  minority  neighborhoods, 
such  marketing  strategies  constitute  unlawful  discrimination.  The  regulations  should 
also  make  clear  that  where  restrictive  lending  criteria  have  a  discriminatory  effect  on 
minority  neighborhoods,  such  lending  criteria  constitute  unlawful  discrimination, 
unless  the  lender  can  show  that  the  criteria  are  required  by  business  necessity  and  that 
alternative,  less  discriminatory  criteria  are  not  practical. 

7.  The  federal  Fair  Lending  enforcement  agencies  should  adopt  a  policy  statement 
that  would  esublish  a  presumption  against  consolidating  home  purchase  loans  made  by 
affiliated  lenders  for  Fair  Lending  evaluation  purposes. 

8.  The  federal  Fair  Lending  enforcement  agencies  should  adopt  a  policy  statement 
that  would  establish  a  presumption  against  consolidating  loan  originations  and  loan 
purchases  for  Fair  Lending  evaluation  purposes. 
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Tbe  62  worst  case  lending  patiemi  and  tfae  49  mortgage  leoden  responsible  for  (bese  patterns  are  listed  below.  The 
period  of  tbe  lending  activity  for  each  lending  pattern  is  indicated  after  tbe  lender's  name. 


Bocton: 

Cambridgeport  Savings  Bank  -  1991 

MtaBl: 

Margaretten  t  Company  -  1991 

Home  Savings  of  America  -  1991 

Nfw  York  City: 

Prudential  Home  Mortgage  Company  -  1991 

Apple  Bank  for  Savings  -  1991 

Chemical  Bank  -  1991 

Manhattan  Savings  Bank  -  1991 

Chase  Home  Mortgage  Corporation  -  1990  and  1991 

Chicago: 

Sears  Mortgage  Corporation  -  1991 

Mid  America  Federal  Savings  Bank  -  1990  and  1991 

Pint  Illinois  Mortgage  Company  -  1991 

Cbase  Home  Mortgage  Company  -  1990  and  1991 

NBD  Mortgage  Company  ■  1991 

Principal  Mutual  Life  Insurance  -  1991 

Cragin  Federal  Bank  -  1991 

Mortgage  Capital  Corporation  -1991 

Bufralo: 

Chase  Uncoln  First  Bank  -  1990  and  1991 
Manufacturers  &  Traders  Trust  Company  •  1990  and  1S91 
American  Home  Funding  -  1991 

DetroH: 

Standard  Federal  Bank  -  1991 
GMAC  Mortgage  Corporation  -  1991 
Republic  Bancorp  Mortgage  -  1991 
Republic  Bank  SB  -  1991 
Pint  Nationwide  Bank  -  1991 

Phaadelphla: 

GE  Capital  Mortgage  Services  -  1990  and  1991 

Margaietten  A.  Company  -  1991 

PHH  US  Mortgage  Corponlion  -  1991 

Meridian  Mortgage  Corponlion  -  1991 

St.  Look: 

United  Postal  Savings  Association  -  1990  and  1991 

Sean  Mortgage  Corporation  -  1991 

Security  &  Financial  Mortgage  -  1991 

Home  Federal  Savings  Bank  of  Missouri  -  1991 

Source  One  Mortgage  Services  -  1991 

Pittsburgh: 

Sears  Mortgage  CorporatioD  -  1991 

BeU  Federal  Savings  &  Loan  -  1990  and  1991 

DaUms: 

IMCO  Realty  Services  -  1991. 

CTX  Mortgage  Company  -  1991 

Guardian  Mortgage  Company  •  1991 

Sunbelt  National  Mortgage  Corporation  -  1991 

American  Residential  Mortgage  -  1991 

Baltimore: 

American  Home  Funding  -  1991 
B  F.  Saul  Mortgage  Compay  -  1991 

Hoottoo: 

IMCO  Realty  Services  -  1991 
Norwett  Mortgage  Inc.  -  1990  and  1991 
United  Savings  Association  -  1991 
CIX  Mortgage  -  1991 

Wasfaingtoa,  D.C: 

Nationsbank  Mortgage  Corporation  -  1991 
I>velopen  Mortgage  Coiporalioa  -  1990  and  1991 
B  F  Saul  Mortgage  Company  -  1991 

OakfauMi: 

Sean  Mortgage  Corporation  -  1991 
Weyerhaeuser  Mortgage  Company  -  1991 
Prudeotial  Home  Mortgage  Company  -  1991 
WeUs  Fargo  Bank  -  1990  and  1991 

AtlaoU: 

Decatur  Federal  Savings  A  Loan  -  1991 

Entrust  Funding  Company  -  1991 

Sears  Mortgage  Corporalioa  -  1991 

Gnffin  Federal  Savings  Bank  -  1991 

Prudential  Home  Mortgage  Corporation  -  1991 

LaaAatdca: 

Sevs  Mortgage  Corporation  -  1991 
Citibank  Federal  Savings  Bank  ■  1991 
California  Federal  Bank  -  1990  and  1991 
Bank  of  America  -  1990.  and  1991 
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WELLS  FARGO  BANK 


KAREN  WEGMANN 

Execulnre  Vice  President 
Corporate  Cofnmunity  Development 


November  16,  1993 


The  Honorable  Joseph  P.  Kennedy,  II 

Chairman,  Consumer  Credit  and  Insurance  Subcommittee 

United  States  House  of  Representatives 

Washington,  D.C.  20515 

Dear  Representative  Kennedy: 

I  want  to  comment  on  data  submitted  to  your  Subcommittee  during  hearings  on 
October  21,  1993  by  Representative  Maxine  Waters.  Under  the  heading  "Fresh 
Evidence  of  Mortgage  Discrimination,"  the  data  appear  to  compare  the  mortgage 
lending  performance  of  California's  seven  largest  banks,  including  Wells  Fargo 
Bank,  to  the  mortgage  lending  performance  of  savings  and  loans  in  the  state.  (This 
information  originally  appeared  in  a  report  entitled  "President  Clinton,  CRA  and 
Job  Creation"  published  earlier  this  year  by  The  Greenlining  Coalition  and  the 
National  Community  Reinvestment  Network.) 

Wells  Fargo  believes  that  the  data  present  a  misleading  and  incomplete  picture  of 
our  mortgage  lending  and  total  lending  efforts  throughout  California.  We  want  to 
provide  the  members  of  your  Subconmiittee  with  a  more  comprehensive  picture  of 
our  community  lending  efforts  and  ask  that  this  information  be  included  in  the 
hearings'  written  record. 

Although  the  report  refers  to  mortgage  lending,  it  actually  only  addresses  the  home 
purchase  loan  portion  of  the  publicly  released  1992  HMDA  data.  It  ignores  the 
other  equally  important  needs  of  consumers  for  refmancing  and  home 
improvement  loans. 

Refmancings  are  a  major  component  of  Wells  Fargo's  mortgage  lending  efforts 
because  there  is  significant  consumer  demand  for  this  type  of  credit.  Consumers 
want  to  take  advantage  of  lower  interest  rates  and  cut  their  monthly  housing 
expenses  through  refmancings.  Our  experience,  working  with  community  groups, 
demonstrates  that  refmancings  are  as  important  a  credit  need  in  low-income  and 
ethnic  communities  as  are  home  purchase  loans. 
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In  some  iimer  city  communities,  refinancings  to  low-income  homeowners  may 
help  to  ensure  continuity  of  homeownership  and  decrease  gentrification.  Banks 
such  as  Wells  Fargo  play  a  major  role  by  providing  affordable  rates  and  excellent 
service  on  refinancings  to  such  borrowers. 

The  report  also  examines  1992  home  purchase  lending  in  relationship  to  a  given 
bank's  asset  size.  But  it  does  not  take  into  account  all  the  other  community  lending 
that  banks  are  doing  to  help  revitalize  our  communities.  Beyond  first  mortgage 
loans,  commercial  banks  provide  a  variety  of  much  needed  credit  to  communities, 
including  affordable  housing  construction  financing,  small  business  loans  and  lines 
of  credit,  and  low-income  consumer  loans.  In  contrast,  savings  and  loans 
specialize  in  mortgage  lending,  especially  home  purchase  loans,  but  their  other 
community  lending  efforts  tend  to  be  more  limited  than  commercial  banks. 

Wells  Fargo  takes  seriously  its  commitment  to  community  reinvestment.  This  is 
reflected  in  the  OCC's  recent  "outstanding"  CRA  rating  of  Wells  Fargo's 
community  lending  programs.  In  1990,  we  were  the  first  major  California  bank  to 
armounce  a  multi-year,  $1  billion  dollar  commitment  for  community  reinvestment 
loans.    In  April  1993,  Wells  Fargo  announced  a  new  10-year,  $5  billion 
commitment  for  community  and  economic  development  lending.  To  be 
accomplished  through  the  Bank's  Community  and  Economic  Development  Loan 
Program,  this  conmiitment  includes  aggressive  lending  goals  for: 

•  Affordable  housing— Construction  loans  to  primarily  non-profit  developers  to 
build  apartments,  townhouses,  and  single-family  homes  and  rehabilitate 
existing  buildings  into  livable  spaces.  Most  of  the  apartments  are  affordable  to 
families  earning  60%  or  less  of  area  median  income  and  most  homes  are  built 
to  sell  to  families  who  earn  less  than  120%  of  median  income. 

Wells  Fargo  is  recognized  as  the  industry  leader  for  affordable  housing 
construction  lending  in  California.  Since  1990,  Wells  Fargo  has  extended 
more  than  $540  million  in  commitments  resulting  in  the  creation  of  over  8,500 
affordable  living  units. 

•  Small  business  loans— TTie  Bank  has  developed  an  aggressive  marketing 
program  targeted  towards  minority-and  women-owned  businesses,  non-profits, 
businesses  located  in  enterprise  zones  and  those  that  create  jobs  for  semi- 


274 


Representative  Joseph  Kennedy 
November  16,  1993/Page  3 


skilled  and  unskilled  workers.  Wells  Fargo  also  offers  SBA  loans  and  is 
working  towards  obtaining  its  "Certified"  SBA  lender  status. 

Earlier  this  year,  Wells  Fargo  announced  that  it  would  provide  at  least  $2 
billion  by  the  end  of  1994  in  small  business  lending  for  targeted  market  areas 
throughout  California.  The  Bank  made  this  loan  goal  public  in  order  to  raise 
awareness  in  the  small  business  community  that  Wells  Fargo  is  actively 
seeking  to  make  more  loans  to  small  businesses. 

•  Low-income  consumer  loans— Wells  Fargo  has  a  low-income  consumer  loan 
program,  first  introduced  twenty  years  ago,  which  features  a  loan  with  no  fees, 
modified  employment  requirements,  smaller  monthly  payments,  and  longer 
terms.  Loans  can  be  used  to  purchase  autos,  pay  for  medical  or  educational 
expenses,  and/or  home  improvements. 

•  Mortgage  loans— Wells  Fargo  has  developed  a  mortgage  loan  designed  for  low- 
income  borrowers  and/or  borrowers  living  in  low-income  and/or  high  minority 
census  tracts.  Now  in  its  second  year,  the  Affordable  Home  Loan  offers 
qualified  applicants  throughout  California  a  loan  that  features  no  points,  no 
application  fee,  and  a  down  payment  as  low  as  5  percent.  The  Bank  will 
consider  non-traditional  sources  of  credit  information  from  an  applicant,  accept 
"mattress  money"  with  a  letter  explaining  the  source  of  funds,  and  will 
consider  a  "fair"  or  better  neighborhood  rating  as  part  of  the  appraisal. 

In  recent  years.  Wells  Fargo  has  made  significant  progress  towards  its  goal  of 
providing  more  home  financing  for  ethnic  minority  and  low-income  Califomians. 
For  example,  the  number  of  home  mortgage  loans  made  to  ethnic  minority 
borrowers  during  1992  increased  by  106  percent  compared  to  1992,  while  the 
number  of  home  loans  made  to  low-income  applicants  increased  by  102  percent 
for  the  same  period.  However,  these  results  were  not  mentioned  in  the  report 
submitted  to  the  Subcommittee. 

This  year,  we  have  taken  additional  steps  to  further  increase  our  mortgage  lending, 
particularly  home  purchase  loans,  for  ethnic  and  low-income  borrowers.  These 
steps  include:  increasing  the  number  of  home  lending  specialists  serving  low- 
income  and  minority  conununities;  ensuring  a  second  review  for  all  declined 
minority  mortgage  loan  applicants;  establishing  a  special  $50  nullion  loan 
portfolio  for  loan  applicants  who  do  not  meet  secondary  market  underwriting 
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guidelines;  increasing  advertising  directed  towards  ethnic  minorities,  and; 
developing  and  promoting  a  more  competitive,  affordable  mortgage  loan  product. 

Wells  Fargo  fiilly  supports  efforts  by  Congress  to  streamline  and  reform  the 
Community  Reinvestment  Act  and  make  the  evaluation  process  more  objective  and 
credible  for  all  concerned  parties.  Since  the  goal  of  the  CRA  is  to  increase  lending 
to  low-income  and  minority  communities,  we  feel  that  discussion  of  the  CRA  as  it 
relates  to  commercial  banks  should  include  a  bank's  total  conrmiunity  lending 
efforts.  We  hope  that  this  information  provides  a  better  picture  of  Wells  Fargo's 
total  reinvestment  efforts. 

Sincerely. 


CC:     The  Honorable  Alfred  McCandless,  Ranking  Member 
The  Honorable  Maxine  Waters,  U.S.  Representative 
Mr.  Robert  Gnaizda,  General  Counsel,  The  Greenlining  Coalition 

Attachments 
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FOR  IMMFntATT.  RPT  PASP. 

Wed.,  Aug.  23,  1993 


\VELLS  FARGO  BANK 


Kim  KeUogg 


PuCNc  Relations  DeDanmcnl    (<15)  396-3606 
343  Sansome  SI'mi.  2na  Fiooi 
San  Francisco.  CA     94 163 


WELLS  FARGO  DOUBLES  HOME  LOANS  TO 
ETHNIC  MINORmES  AND  LOW-INCOME  BORROWERS 
Decline  rates  decrease  significantly 


Wells  Fargo  Bank  today  reported  that  the  number  of  home  mortgage  loans  it  made  to 
ethnic  minority  borrowers  during  1992  increased  by  106  percent  compared  to  1991,  while  the 
number  of  home  loans  made  to  low-income  applicants  increased  by  102  percent  for  the  same 
period. 

According  to  data  compiled  under  the  federal  Home  Mortgage  Disclosure  Act,  Wells 
Fargo  Bank  originated  3,537  mortgages  to  ethnic  minority  applicants  during  1992  compared 
to  1,713  the  previous  year.   The  bank  originated  a  total  of  1,565  mortgages  to  borrowers 
whose  incomes  were  less  than  80  percent  of  area  median  income  vs.  773  in  1991. 

"The  bank  made  progress  last  year  toward  its  goal  of  fmancing  many  more  homes  for 
ethnic  minority  and  low-income  Califomians.   We  have  taken  additional  steps  this  year  to 
further  increase  our  lending,*  said  Karen  Wegmann,  executive  vice  president  and  head  of 
Wells  Fargo's  Corporate  Community  Development  Group. 

'These  steps  include  increasing  the  number  of  home  lending  specialists,  called 
mortgage  banking  officers,  to  reach  into  targeted  communities,  and  establishing  a  special  $50 
million  loan  (x>rtfolio  that  will  allow  the  bank  to  make  loans  to  applicants  who  do  not  meet 
the  underwriting  guidelines  required  by  secondary  lenders  and  private  mortgage  insurers," 
she  continued. 
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The  data  required  by  the  Home  Mortgage  Disclosure  Act  show  Wells  Fargo  received 
a  higher  percentage  of  applications  from  ethnic  minorities  during  1992  than  the  previous 
year.   Out  of  the  total  of  33,428  applications  for  flrst  mortgages,  refmancings  and  home 
improvement  loans  which  the  bank  received  last  year,  3,652  applications  were  from  Latinos, 
up  22  percent  from  1991'$  2,996.  African-American  applications  increased  to  1,102  from 
932  in  1991,  an  increase  of  18  percent.   Asian  applications  increased  40  percent  to  2,855 
compared  to  2,043  in  1991,  while  applications  from  Whites  increased  39  percent  to  24,487 
ftom  17,678  the  previous  year. 

Wells  Fargo 's  decline  rate  for  all  applicants  decreased  significantly  in  1992.   The 
bank  declined  42  percent  of  all  applicants  in  1992  compared  to  58  percent  in  1991.   During 
1992,  the  bank  declined  57  percent  of  African  Americans  compared  to  74  percent  the 
previous  year;  56  percent  of  Latinos  were  declined  compared  to  70  percent  in  1991  and  43 
percent  of  Asians  were  declined  compared  to  64  percent  a  year  earlier. 

However,  the  average  decline  ratios  for  African-American  and  Latino  applicants 
compared  to  White  applicants  increased  slightly  last  year.   Wells  Fargo 's  ratio  of  African 
American  to  White  declines  was  1.5  to  1  last  year  compared  to  1.35  to  1  in  1991.   The  ratio 
of  Latino  to  White  declines  was  1.47  to  1  compared  to  1.27  to  1  the  previous  year. 

"The  higher  ratio  last  year  was  anticipated,"  Wegmann  said.   "The  far  greater 
marketing  and  outreach  to  ethnic  minorities  that  we  undertook  last  year  attracted  many  more 
applicants,  including  weaker  credit  quality  applications.* 


-more- 
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Wells  Fargo' s  programs  to  increase  lending  to  individual  low-income  and  ethnic 
minority  homeowners  are  in  addition  to  its  commitments  to  fmance  affordable  housing  and 
economic  development  projects  in  the  communities  in  which  the  bank  does  business. 

"Historically,  Wells  Fargo  has  been  the  leader  in  creating  affordable  housing  in 
California,"  said  Wegmann.  During  1992,  Wells  Fargo  provided  more  than  $154  million  in 
fmancing  for  2,400  affordable  housing  units  in  35  projects  throughout  the  state. 

In  April  1993,  Wells  Fargo  announced  a  new  10-year,  $5  billion  commitment  for 
community  and  economic  development  lending.  In  1990,  Wells  Fargo  was  the  first  major 
California  bank  to  announce  a  multi-year,  dollar  commitment  for  community  reinvestment 
loans. 
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Comptroller  o(  the  Currency 
Administrator  of  National  Banks 


Multinational  Banldng  Dopartmant 
Washington,  O.C.   20219 


PDBLIC  DISCLOSORE 

COMMUNITY  REINVESTMENT  ACT  PERFORMANCE  EVALUATION 

March  15,  1991 


Halls  Fargo  Bank,  M.&. 

Charter  #1741 

P.O.  Box  63102 

San  Francisco,  CA  94163 


NOTE:      This  avalnation  is  not,  nor  should  it  be. 

construed  as,  an  assessment  o£  the  financial 
condition  of  this  Institution.   The  rating 
assigned  to  t:hls  institution  does  not  represent 
an  analysis,  conclusion  or  opinion  of  the 
federal  financial  supervisory  agency  concerning 
the  safety  and  soundness  of  this  financial 
institution . 
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GENERAL  INFORMATT(pM 

This  document  is  an  evaluation  of  the  Community  Reinvestment  Act 
(CRA)  perfoocmance  of  Wells  Fargo  Bank,  N.A.,  prepared  by  the 
Office  of  the  Comptroller  of  the  Currency  (OCC),  the  bank's 
supervisory  agency. 

The  evaluation  represents  the  OCC's  current  assessment  and 
rating  of  the  bank's  CRA  performance  based,  on  an  examination 
concluded  March  15,  .1991.   It  does  not  reflect  any  CRA-related 
activities  that  may  have  been  initiated  or  discontinued  by  the 
bank  after  the  completion  of  the  examination . 

The  ptirpose  of  the  Community  Reinvestment  Act  of  1977  (12  D.S.C. 
2901),  as  amended.  Is  to  encourage  each  flncuidal  institution  to 
help  meet  the  credit  needs  of  the  communities  in  which  it 
operates.   The  Act  requires  that  In  connection  with  its 
examination  of  a  financial  institution,  each  federal  financial 
supervisory  agency  shall  (1)  assess  the  institution's  record  of 
helping  to  meet  the  credit  needs  of  Its  entire  conununlty, 
including  low  and  moderate  Income,  neighborhoods,  consistent  with 
safe  and  sound  operations  of  the  institution,  and  (2)  take  that 
record  of.  performance  Into  account  when  deciding  whether  to 
approve  an  application  of  the  Institution  for  a  deposit 
facility.  • 

The  Financial  Institutions  Reform,  Recovery  and  Enforcement  Act 
of  1989,  Pub.  L.  No.  101-73,  amended  the  CRA  to  require  the 
Agencies  to  make  public  certain  portions  of  their  CRA 
performance  assessments  of  financial  Institutions. 

• 

Basis  for  the  Rating 

The  assessment  of  the  institution's  record  takes  into  account 
Its  flnaincial  capacity  and  size,  legal  impediments  emd  local 
economic  conditions  and  demograjdiics ,  including  the  competitive 
environment  In  which  it  operates.   Assessing  the  CRA  performance 
is  a  process  that  does  not  rely  on  absolute  staundards. 
Institutions  are  not  required  to  adopt  specific  activities,  nor 
to  offer  specific  types  or  amounts  of  credit.   Each  institution 
has  considerable  flexibility  in  determining  how  it  can  best  help 
to  meet  the  credit  needs  of  its  entire  community.   In  that 
light,  evaluations  are  based  on  a  review  of  12  assessment 
factors,  which  are  grouped  together  under  5  performance 
categories,  as  detailed  in  the  following  section  of  this 
evaluation. 
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..  .  ASSIGNMENT  OF  RATING 

Identification  of  Ratings 

In  connection  with  the  assessment  of  each  insured  depository 
institution's  CRA  performance,  a  rating  is  assigned  from  the 
following  groups: 

Outstanding  record  of  meeting  community  credit  needs. 

An  institution  in  this  group  has  an  outstanding  record 
of,  and  is  a  leader  in,  ascertaining  and  helping  to  meet 
the  credit  needs  of  its  entire  delineated  community, 
including  low  amd  moderate  income  neighborhoods,  in  a 
manner  consistent  with  its  resources  and  capabilities. 

Satisf actojry  record  of  meeting  community  credit  needs  • 

.-  An  institution  in  this  group  has  a  satisfactory  record-  of 
ascertaining  and  helping  to  meet  the  credit  needs  of  its 
entire  delineated  community.  Including  low  and   moderate 
income  neighborhoods,  in  a  manner  consistent  with  its 
resources  auid  capabilities. 

Needs  to  improve  record  of  meeting  community  credit  needs .   • 

An  institution  in  this  group  needs  to  improve  its  overaill 
record  of  ascertaining  and  helping  to  meet  the  credit 
needs  of  its  entire  delineated  community,  including  low 
and  moderate  income  neighborhoods,  in  a  manner  consistent 
with  its  resoTirces  and  capabilities. 

Substantial  noncompliance  in  meeting  community  credit  needs. 

An  institution  in  this  group  has  a  substantially 
deficient  record  of  ascertaining  and  helping  to  meet  the 
credit  needs  of  its  entire  delineated  community, 
including  low  and  moderate  income  neighborhoods,  in  a 
manner  consistent  with  its  resources  and  capabilities.  . 
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DISCDSSION  OF  INSTITOTION' S  PERFORMANCE 

Institution's  Rating: 

Based  on  the  findings  presented  below,  this  institution  is 
record  is  rated: 

Outstanding  Record  of  meeting  cominunlty  credit  needs. 

I.    ASCERTAINMENT  OF  COMMUNITY  CREDIT  NEEDS 

Assessment  Factor  C  -  The  extent  of  participation  by  the 
instit:utlon'  s  Board  of  Directors  in  formulating  the 
institution' s  policies  and  reviewing  its  performance  wlt:h 
respect  1:o  the  purposes  of  the  Community  Reinvestment  Act. 

Wells  Fargo  Bsmk's  Boaird  of  Directors  and  senior  mauiagement 
have  actively  promoted  an  environment  and  support  structure 
conducive  to  strong  CRA  performance.   In  Maucch  1990,  the  Board 
consolidated  CRA  activities  under  a  central  department,  the 
Corporate  Community  Development  Group,  and  appointed  an 
executive  vice  president  to  lead  the  group.   This  division 
encompasses  activities  of  the  Community  Development 
Department,  the  Corporate  Responsibility  Depaortment,  the  Wells 
Fargo  Foundation,  the  President's  Award  for  Social  Service, 
the  Social  Service  Leave  Program,  and  Wells  Fargo 's  Volunteer 
Network . 

The  Board  of  Directors'  CRA  Committee  actively  oversees  the 
group's  i>erformance  through  reguleuc  reports  by  the  group 
head.   Senior  management  also  takes  an.active  role  In 
directing  CRA  efforts  through  its  management  committee,  the 
CRA  Performance  Review  Committee.   These  two  committees  set 
plans  for  all  lending  groujps'  performance  under  the  baunk's 
Community  and  Economic  Development  Loan  Prograira.  They  review 
marketing  strategy  and  credit  needs  assessment  efforts,  zmd 
support  product  development  to  meet  credit  needs.   In 
addition,  senior  management's  Credit  Policy  Committee 
considers  CRA  goals  when  plaunning  lending  strategies. 

The  bank  has  effectively  documented  its  CRA  performance 
through  an  expanded  CRA  Statement  and  cuinual  self-assessment 
of  CRA  performance.   The  Board  of  Directors  ensures  technical 
compliance  with  the  Act  through  regular  internal  audits.   The 
Board  also  requires  branch  managers  to  certify  that  CRA 
objectives,  including  staff  training  and  technical 
requirements,  have  been  met. 
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AssQsment  Factor  C  (Continued) 

The  Board  of  Directors  ensures  fair  and  nondiscriminatory 
lending  practices  by  directing  a  strong  training  program 
promoting  these  lending  standards.   In  addition,  regular 
audits  are  conducted  to  test  compliance  with  all  consumer 
protection  laus.   Both  the  teller  and  branch  officer  training 
schools  now  include  modules  on  CRA  cofnpliance.   In  addition, 
the  Corporate  Community  Development  Group  regularly  presents 
CRA  issues  and  new  products  in  the  bank's  "On  Stage"  video 
informational  guide  that  is  regularly  sent  to  the  branches. 
The  bank  has  several  publications  available  to  both  retail  and 
commercial  staff  describing  the  CRA  program,  including  loan 
products,  lending  goals,  and  contacts  within  the  bank  for 
further  information. 

Several  directors  and  mauny  senior  meuiagers  stay  active  in 
their  communities  as  individuals,  by  serving  as  directors  of 
civic  and  community  orgaunizations,  through  volunteer 
activities,  smd  through  financial  support  of  civic  and  . 
community  orgeuiizations .   This  active  involvement  provides 
another  source  of  information  to  identify  credit  needs . 

Assessment  Factor  A  -  Activities  conducted  by  the  institution 
to  ascertain  the  credit  needs  of  its  community,  including  the 
extent  of  the  institution' s  efforts  to  communicate  with 
members  of  its  community  regarding  the  credit  services  being 
provided  by  the  institution. 

Wells  Fargo  Bcuik's  efforts  to  ascertain  community  credit  needs 
are  excellent.   Mcinagement  has  frequent,  meauiingful  contact 
with  officials  and  leaders  from  the  city,  county,  state,  and 
federal  governments.   The  Community  Development  Department 
maintains  ongoing  -contact  with  local  redevelopment  groups, 
housing  agencies,  amd  other  nonprofit  entities  throughout  the 
State  of  California.   Through  these  contacts,  the  bank 
maintains  productive  partnerships  that  have  resulted  in  Wells 
Fargo  Bank  finamcing  redevelopment  and  revitalization 
projects. 

In  addition,  the  Community  Development  Department  and  retail 
branch  managers  maintain  consistent  contact  with  various 
business  associations.   Information  on  credit  needs  is  also 
solicited  through  direct  customer  contacts,  speaking 
engagements,  and  consultations  with  businesses,  charitable 
organizations,  and  local  consumer  interest  groups.   These 
contacts  help  determine  the  credit  needs  and  economic 
conditions  in  local  communities.   Efforts  have  been  most 
successful  in  the  major  metropolitan  areas,  San  Francisco,  Los 
Angeles,  Sacramento  and  San  Diego,  where  communities  are 
better  organized  to  voice  their  needs. 
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Assessment  Factor  A  fContinued) 

The  bank  has  improved  its  CRA  contact  program  wherein  branch 
managers  and  loan  officers  meet  with  neighborhood  groups, 
civic  officials,  and  small  business  associations  in  their 
local  communities.   Branches  are  required  to  document  each  of 
their  contacts  with  community  groups  in  order  to  meet  the  CRA 
contact  goals  set  by  the  Community  Development  Department. 
The  branch  officers  complete  a  "CRA  Community  Contact  Report" 
and  send  it  to  the  Corporate  Community  Development  Group  for 
approval  and  compilation.   The  group  uses  the  information  to 
develop  strategies  to  meet  credit  needs. 

Branch  managers  throughout  the  retail  network  are  also 
surveyed  on  an  euinual  basis  to  ascertain  the  major  credit 
needs  in  their  seirvice  area.   The  Corporate  Community 
Development  Group  analyzes  survey  results  to  determine  if 
existing  Wells  Fargo  products  adequately  satisfy  the  needs  or 
whether  additional  products  need  to  be  developed. 

Based  on  the  bcuik's  ascertainment  activities,  the  Board  of 
Directors  eind  senior  msmagemeht  have  directed  the  bank  to 
develop  several  products  for  low  income  individuals,  including 
low  Income  checking  cuid  consximer  loans.  The  bank  is  currently 
developing  a  low  Income  mortgage  loan   product  in  response  to 
its  assessment  of  community  credit  needs.   The  bank  has  also 
established  credit  units  that  specialize  in  community  lending, 
such  as  the  Rpal  Estate  Group's  Accommodation  Unit,  the 
Commercial  Banking  Group's  Commercial  BcUiklng  Loam 
Administration,  eind  the  Business  Bcunklng  Group's  Business  Loan 
Division. 

The  bank's  marketing  departnnent  generates  reports  that 
approximate  the  bcink's  penetration  of  deposit  and  lending 
products  in  various  branch  service  cireas.   The  Market  Area 
Penetration  program  provides  retail  branch  managers  with  the 
aJDility  to  ascertain  demographic  characteristics  of  local 
markets,  and  gauge  flncuiclal  institution  competition  in  the 
area.   Bramch  mainagers  use  this  data  to  target  minority  groups 
or  specific  neighborhoods. 

Wells  Fargo  has  marshalled  volunteer  involvement  on  the. part 
of  its  employees  through  the  formation  of  the  Volunteer 
Network.   Volunteer  involvement  includes  contact  with 
identifiable  minority  groups,  most  notably  the  Hispanic 
population.   The  bank  encourages  its  employees  to  stimulate 
customer  awareness  and  referrals,  when  practical,  for  the 
bank's  credit  and  deposit  services. 
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II.   MARKETING  AND  TiTPES  OF  CREDIT  OFFERED  AND  EXTENDED 

Assessment  Factor  B  -  The  extent  of  the  institution' s 
marketing  and  special  credit-related  progrsuns  to  make  members 
of  the  community  aware  of  the  credit  services  offered  by  the 
institution . 

Wells  Fargo  Bank  has  implemented  sound  marketing  and 
advertising  programs  that  are  regularly  reviewed  and  approved 
by  its  Board  of  Directors  and  senior  management.   In  addition, 
all  marketing  and  advertising  campaigns  aore  routinely  reviewed 
by  the  bcuik's  legal  department  for  compliance  with  appliccLble 
laws  and  regulations  prior  to  Implementation.   Marketing 
efforts  are  designed  to  promote  a  favorable  image  of  the  bcuik 
as  a  provider  of  credit  products  and  banking  services, 
including  products  developed  to  address  specific  community 
credit  needs . 

The  marketing  depaortment  and  the  Corporate  Community 
Development  Group  work  jointly  to  ensure  that  advertising 
reaches  all  segments  of  the  bank's  local  communities.   These 
departments  maintain  files  on  all  CRA  related  marketing 
campaigns.   Local  media,  including  informational  brochures, 
radio,  television,  newspaper  advertisements,  and  billboards, 
are  ,used  as  the  primary  marketing  tool.   The  bank  also 
p\iblicizes  its  services  in  a  variety  of  minority-related  media 
outlets  arotmd  the  state. 

A  special  Hispanic  marketing  program  provides  customized 
information.   The  progrram  uses  Spanish  marketing  brochxxres, 
and  advertisements  in  bilingual  newspapers  and  other  minority 
publications  in  mairkets  with  large  Hispanic  populations.   The 
bank  has  also  developed  a  specific  advertising  campaign  for 
credit  products  designed  for  low-income  consxamers. 

The  bank ' s  CRA  contact  program  markets  products  to  small  and 
minority  owned  businesses,  as  well  as  to  low  and  moderate 
income  individuals,  by  providing  credit  and  deposit 
information  to  interested  businesses  and  community  groups. 
Branch  managers  and  employees  also  meet  with  individuals,  and 
community  and  school  groups,  to  provide  information  about 
banking  services  and  how  to  apply  for  credit.   These  forums 
provide  additional  opportunities  for  the  bank  to  make  its 
services  known  to  all  segments  of  its  local  communities  and  to 
assess  credit  needs. 


Assessment  Factor  I  -  The  institution's  origination  of 
residential  mortgage  loans,  housing  rehabilitation  loans,  home 
improvement  loans,  and  small  business  or  small  farm  loans 
within  its  community,  or  the  purchase  of  such  loans  originated 
in  its  community. 
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A33Q33mQnt  Factor  I  (Continued) 

Wells  Fargo  Bank  affirmatively  addresses  a  substantial  portion 
of  identified  community  credit  needs  through  its  origination 
of  residential,  small  business,  and  small  farm  loans.   A 
substantial  majority  of  these  loans  are  located  within  the 
bank's  delineated  local  community.   In  March  1990,  the  Board 
of  Directors  announced  a  commitment  to  lend  $1   billion  over 
seven  years  to  community  and  economic  development  activities. 

Wells  Fargo  Bank  is  a  significsuit  mortgage  lender  with  over  $2 
billion  in  single  family  mortgages  originated  during  1990. 
The  bank  also  extends  a  sizeable  amount  of  credit  to  nonprofit 
developers  and  housing  associations  to  provide  affordable 
housing  to  low  income  individuals  throughout  the  state.   In 
addition,  the  bank  recently  assumed  the  responsibility  of 
administering  the  San  Diego  Housing  Authority  rehaibilitation 
loan  program,  which  provides  funds  for  renovating  low  income 
housing  throughout  the  San  Diego  metropolitan  area. 

The  Commercial  Banking  Group . offers  special  credit  products  to 
small  or  nonprofit  businesses,  or  those  businesses  that  are 
majority-owned  by  minorities  or  women,  through  its  network  of 
Retail  Commercial  Banking  Offices.   The  group  also 
accommodates  business  customers  by  extending  Small  Business 
Administration  (SBA)  loans-   The  Retail  Group's  Business 
Banking  Division  offers  more  conventional  small  business 
loans,  including  the  new  Business' Line  product,  through  the  •• 
retail  branch  network. 

The  bank  is  one  of  the  largest  agricultural  lenders  in  the 
country.   As  part  of  this  program,  the  Business  Bamking 
Division  extends  loans  to  small  farms  through  the  retail 
branches . 

A  review  of  the  bank's  current  Community  Reinvestment  Act 
statement  revealed  that  it  correctly  lists  the  majority  of 
Wells  Fargo  Bank's  credit  products. 

Assessment  Factor  J  -  The  institution'  3  participation  in 
govemmentally-insured,  guaranteed  or  subsidized  loan  programs 
for  housing,  small  businesses,  or  small  farms. 

Wells  Fargo  Bank  has  increased  its  activity  in  SBA  loan 
programs  since  first  becoming  involved  in  1987.   The  bank  is 
in  the  process  of  obtaining  designation  as  an  SBA  preferred 
lender  in  various  counties  throughout  the  State  of 
California.   As  of  December  31,  1990,  the  bank  had  total 
outstandings  under  the  program  of  $46  million. 
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A33e33ment  Far.t.or   J  (Continued) 

The  bank  participates  in  state,  city  and  local  government 
guaranteed  loan  programs  for  affordable  housing  development. 
During  1990,  the  Real  Estate  Group  made  development  loans 
backed  by  the  Los  Angeles  Community  Redevelopment  Agency,  the 
Office  of  Community  Services,  the  Los  Angeles  Community 
Development  Department,  and  the  State  of  California  Department 
of  Housing  and  Community  Development  Rental  Housing 
Construction  Program.   The  Real  Estate  Group  also  provides 
construction  financing  for  projects  that  make  use  of  the 
Farmers  Home  Administration  mortgage  guarantee  program.   New 
loans  booked  by  the  group  with  government  backing  totaled.  $120 
million  during  1990. 


III.  GEOGRAPHIC  DISTRIBUTION  AND  RECORD  OF  OPENING  AND  CLOSING 
OFFICES 

Reasonableness  of  Delineated  Community 

Wells  Fargo  Bank   has  delineated  its  local  community  as  45  of 
the  .58  counties  in  the  State  of  California;  this  delineation 
is  reasonaible.   The  delineation  excludes  less  populous  border 
counties  in  the  North  and  East  of  the  state  and  two  central 
counties  where  the  bank  does  not  have  branch  offices.   An 
analysis  of  the  demographics  and  income  levels  of  these 
counties  shows  that  the  bank  does  not  arbitrarily  exclude  low 
and  moderate  income  neighborhoods  or  minority  populations. 

Assessment  Factor  E  -  The  geographic  distribution  of  the 
institution's  credit  extensions,  credit  applications,  and 
credit  denials . 

The  bank  performs  an  annual  analysis  of  the  distribution  of 
home  loans  reported  under  the  Home  Mortgage  Disclosure  Act. 
The  analysis  of  1990  mortgage  lending  activity  shows  that  the 
bank  made  a  reasonable  percentage  of  home  loans ,  approximately 
19%,  in  low  and  very  low  income  census  tracts.   The  Corporate 
Community  Development  Group  is  now  working  with  the  Retail 
Division  to  establish  mortgage  lending  goals  and  marketing 
strategies  based  on  the  results  of  this  analysis. 

The  Corporate  Community  Development  Group  tracks  loans  under 
the  Community  and  Economic  Development  Program  to  ensure  fair 
geographic  distribution  of  its  special  credit  projects. 
Specifically,  the  Community  Development  Department  monitors 
the  locations  of  projects  funded  by  the  Real  Estate  Group's 
Accommodation  Unit  to  ensure  coverage  in  rural  as  well  as 
urban  areas  throughout  the  bank's  delineated  community.   A 
review  of  this  list  of  loans  shows  wide  distribution  of 
development  projects  throughout  the  state.  _ 
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Assessment  Factor  E  (Continued) 

The  bank  also  analyzed  lending  patterns  in  credit  card 
commitments  during  the  second  half  of  1990.   This  analysis 
showed  that  approximately  48%  of  new  commitments  are  granted 
to  low-income  customers. 

The  bank  encourages  branch  officers  to  make  loans  throughout 
their  local  market.   To  help  branch  officers  identify  low 
income  areas,  the  bank  has  distributed  updated  census  tract 
maps.   The  Retail  Division  also  distributes  Branch  Market  Area 
Performance  handbooks  that  breakdown  the  demographics  cuid 
income  levels  by  census  tracts  so  that  branch  officer;;  can 
target  areas  for  lending  efforts. 

Assessment  Factor  G  -  The  institution's  record  of  opening-  and 
closing  offices  and  providing  services  at  offices. 

Wells  Fargo  Bank  expanded  cind  improved  its  methodology  for 
analyzing  and  documenting  decisions  to  close,  consolidate, 
downsize,  or  relocate  brcinch  offices.   Since  the  second 
quarter  of  1989,  no  branches  have  been  closed  except  as  a 
result  of  acqijisitions  of  other  financial  institutions .   The 
Retail  Division  smd  the  Community  Development  Department  have 
clearly  documented  and  justified  decisions  to  merge  branches 
when  consolidating  retail  service  as  a  result  of 
acc[uisitions.   The  board's  CRA  Committee  reviews  emd 
acknowledges  all  branch  consolidation  decisions. 

Accjuisitions  of  other  financial  institutions  during  the  past 
two  years  have  improved  Wells  Fargo 's  ability  to  provide 
service  throughout  its  delineated  community,  including  low  amd 
moderate  income  neighborhoods.   Acquisitions  have  especially 
improved  branch  service  in  California's  Central  Valley  and  in 
the  San  Diego  metropolitan  area.   About  37%  of  branches  are 
now  located  in  low  and  very  low  income  areas,  and  another  37% 
are  located  in  moderate  income  areas. 

Wells  Fargo  Bank  is  a  leader  in  expanding  retail  services  to 
its  community.   It  pioneered  the  extended  hours  and  weekend 
banking  that  are  now  common  in  California  banks .   The  bank  has 
opened  branches  in  Safeway  grocery  stores ,  providing  more 
convenient  and  accessible  banking  to  consumers.   Wells  Fargo 
Bank  has  the  most  automated  teller  machines  per  branch  of  any 
major  California  bank.   Further,  the  bank  offers  24  hour 
customer  service  and  at-home  computer  banking. 
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IV.   DISCRIMINATION  AND  OTHER  ILLEGAL  CREDIT  PRACTICES 

Assessment  Factor  D  -  Any  practices  intended  to  discourage 
applications  for  t^rpes  of  credit  set  forth  in  the 
institution's  CRA  Statement (s)  . 

No  practices  were  identified  that  discourage  applications  for 
credit.   Wells  Fargo  Bank  has  established  a  system  of 
incentives  that  encourage  loan  officers  to  actively  solicit 
credit  applications  from  all  segments  of  the  delineated 
community.   The  bank's  CRA  contact  program  further  encourages 
branch  officers  to  meet  with  all  segments  of  their  local 
market  and  discuss  the  bank's  credit  products. 

The  Board  of  Directors  has  approved  policies  and  procedures 
that  institute  nondiscriminatory  practices.   The  bank  has  an 
effective  compliance  management  system  that  regularly  tests 
compliance  with  these  policies  and  procedures,  ensures 
corrective  follow-up  of  any  exceptions,  and  provides  regiilar 
training  to  all  relevauit  staff. 

Assessment  Factor  F  -  Evidence  of  prohibited  discriminatory  or 
other  illegal  credit  practices . 

The  most  recent  consumer  compliance  examination  found. Wells 
Fargo  Bank  to  be  in  compliauice  with  all  provisions  of 
anti-discrimination  laws  and  regulations. 


V.    COMMUNITY  DEVELOPMENT 

Assessment  Factor  H  -  The  institution's  participation, 
including  investments,  in  local  community  development  and 
redevelopment  projects  or  programs . 

The  bank  maintains  an  excellent  record  of  participation  in 
local  community  development  and  redevelopment  projects.   The 
staff  of  the  Community  Development  Department  is  well  known  to 
local  government  officials,  nonprofit  developers,  housing 
agencies,  community  groups,  and  housing  advocates.   Corporate 
Community  Development  Group  personnel  have  served  on  several 
reinvestment  task  forces  and  have  assumed  leadership  roles  in 
many  local  initiatives,  such  as  the  National  Association  for 
Affordable  Housing  Lenders,  the  Los  Angeles  Community 
Reinvestment  Committee,  and  the  California  Community 
Reinvestment  Corporation. 
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A33e33ment  Faotor  H (Continued> 

During  1989  and  1990,  lending  for  community  development  more 
than  doubled  the  bank's  expectations,  with  several  more 
development  projects  to  be  financed  in  1991.   Wells  Fargo  Bank 
has  also  assumed  Great  American  Bank's  role  in  San  Diego's 
Residential  Rehabilitation  Program.   And  the  bank  is  a  major 
lender  to  nonprofit  regional  housing  developers,  such  as  the 
Bay  Area  Residential  Investment  and  Development  Group 
(BRIDGE.  ) 

Assessment  Factor  K  -  The  institution's  ability  to  meet 
various  community  credit  needs  based  on  its  financial 
condition  and  size,  legal  impediments,  local  economic 
conditions  and  other  factors . 

Wells  Fargo  Bank  is  one  of  the  three  major  financial 
institutions  in  the  State  of  California.   It  has  no 
significant  barriers  to  conduct  the  business  of  banking.   The 
State  of  California  has  a  strong,  diverse  economy,  with  a 
growing  population  cuid  favorable  economic  forecast. 

The  bank  has  actively  participated  as  a  leader  in  local 
comn^unity  development  and  revitalization  projects  throughout 
the  state.   Not  only  has  the  bank  funded  numerous  loan 
commitments  to  develop  affordable  housing,  it  has  made 
significant  charitable  contributions  to  nonprofit 
organizations  specializing  in  housing  and  redevelopment. 
Notable  were  the  bank's  $1   million  investment  in  the 
California  Ecjuity  Fund  and  its  $100,000  grant  to  help  open  the 
San  Diego  office  of  Local  Initiative  Support  Corporation. 

Wells  Fargo  Bank  has  a  good  working  relationship  with  local 
governmental  agencies  and  community  groups  that  refer 
nonprofit  developers  to  the  bank  for  financing  of  affordable 
housing  projects.   Two  notable  referral  organizations  are  the 
Housing  Community  Development  Agency,  a  state  agency  in 
Sacramento,  and  Community  Economics  in  Oakland,  a  nonprofit 
advisor  to  housing  developers. 

Assessment  Factor  L  -  Any  other  factors  that,  in  the 
regulatory  authority's  judgment,  reasonably  bear  upon  the 
extent  to  which  an  institution  is  helping  to  meet  the  credit 
needs  of  its  entire  community. 

Wells  Fargo  Bank  prides  itself  on  corporate  responsibility. 
The  bank  actively  encourages  its  employees  to  volunteer  for 
community  service  through  the  Volunteer  Network.  Executive 
management  rewards  employees'  community  involvement  through 
the  Presidential  Award  for  Social  Service  and  the  Social 
Service  Leave  Program.  The  bank  also  contributes  more  than  $2 
million  annually  to  the  United  Way  Campaign. 
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Assessment  Factor  L  (Continued) 

The  Wells  Fargo  Foundation  seeks  out  and  administers  grants  to 
a  variety  of  social,  civic,  and  conununity  oriented 
organizations.   The  Foundation  has  targeted  nonprofit  groups 
working  to  increase  affordable  housing  and  groups  working  to 
improve  educational  opportunities  for  children. 

During  the  past  year,  the  Board  of  Directors  has  expanded  its 
cultural  diversity  by  electing  accomplished  and  respected 
members  who  represent  various  minority  p>opulations .   In 
addition,  senior  mamagement  created  a  Cultural  Diversity 
Committee  that  is  composed  of  employees  from  all  divisions  to 
represent  the  different  ethnic  and  minority  groups  in  the 
bank .   The  Committee  advises  senior  management  about  cultural 
issues  in  hiring,  promotion,  and  retention  policies. 

As  a  result  of  corporate  policy.  Wells  Fargo  Bamk  has 
participated  in  contracts  worth  $5-5  million  to  minority 
vendors  and  contractors  during  1990.   The  bank  was  one  of  the 
first  institutions  to  extend  special  credit  considerations  to 
military  reservists  called  up  during  the  Gulf  War.  The  bank 
has  also  developed  low  income  euid  student  checking  products. 
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utUi  ajut  cui'i  ix-  airanticd 
I  ruiigli  maiiy  of  our  branch  offices 

CONSUMER  LOANS 

'i""!.i'  iiiKiinobilc  inobili"  hoiiif 

H)i)al  vehicle  and  stiidi'iii 
.,.,  .^  ..-  ..I  II  as  fKTSoiial  l!lu•^  of  credit 
iiid  cntlit  cardN  are  lonsumer  crcdii 
roducb  offeretl  by  Wells  Faruo 

HOME   LOANS 

\  .u.'ic  v.iri)  t\  (if  loafloptioib  ' 

afteivdbv  Wells 
■iiiiir  Credit  Givi!;: 
HIS  for  hoiiU'  pii;.:  i 
•'.fmcnb  and  equity  financing. 
..d  home  purchase  loan  for  up  to 
'!  value  is  avail^ihle  for  owtter- 
ik'd  ill  lov\ 

11 ■■:  census lra^.l^ 

III!  eihiiic  miiiorii^  concentraiions 
;<nt*r50% 

<?eAL  Estate  loans 

■;lH^  are  presided  iluouiyi  the  VicH.s 
i  .irso  Real  hstaie  Group  for  residential 
i>ro|KTties  of  (hv  uniis  or  more,  .ls  well 
as  ior  c^>ininercial  or  indiisirial 
developments 

Commercial  Loans 

Secured  and  uiiseturi-dcoiiimertioJ 
i(;ajis.  lines  of  credit,  lelters  of  credit 
and  Small  Business  Wininistralion 
lendiiii;  are  proMded  to  individuals 


^M 


n.i  lor  a  lull  raiiye  ol 


Farm  Loans 


nia.  proNidinc  iredit  to  large  aiid  snuii 
f.i  inipnum.  crops  and 

I.,:  ; 

Community  and 
Economic  Development 

Wills  l';u^»  pnrtKle>  financing  for 
low-  and  moderate-income  housini; 
development  and  rehsbilitation  and  a 
variety  of  business  lendint;  options 
aimed  at  supportinj;  local  economic 
development. 
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"Owf  of  our  top 
priorities  is  io 
ensure  that  Wv'/^ 
Fargo's  credit 
products  remain 
relevant  to  the 
issues  and  credit 
needs  of  our 
communities. " 


Steven  C.  hall 

SENIOR  VICE.  PRfcSlOENT  A  MANASex 

COMMUNITY  Development 
WELLS  Farso  Bank 


Oak  valley  frojcct  -  People's 
selr-melp  mousing  corporation  ■ 


SANTA  MARIA 

PiC"i«CO  <N  rHOKT  or  rMBlW  xew  HOME  tS  T>*« 
SUtPVTAM*  FAM'Ur  A-.30  »>40WN  tM  TnC  ae**  (L-O) 
»•»?.  ICANC^i:  OLtNCAN.  tieCUTiVf  0'l»«CTOft 
PeOPV  e  «  SCL^-HC;.!*  HOU«i*»C  CaW^O«ATl9«J  AND 
OABT  SferrrNS.  A  vic«  PnastOKMT  *»?»■«  WCI_i.6 
FAR&O  BAMK'ft  Rr.AL   CATATK  OPOU^. 


Real  Estate  Group 

Mori.lhanSI5>.121.(XK)v.;i'.!v 
h\  the  Rcji  Lstaie  Gnnip  duriii: 
10  finance  the  (k'vctopment  of  2.400 
.'''  1 V.  I'llc  housing  units  in  .^.S  pfojais 

:iji.'i)i  tilt' siaie  Moslofi'icv' 
projw^  included  funding  provided 
ihmuKh  the  Federal  Lo*-lutome  Ta.\ 
( rcdii  i'r(>gn»n\,  so  a  higli  perccniasi' 
of  lilt  units  included  will  be  affordable 
to  tliose  earning  5<.MS(r  "f  ■'!■■<■' 
county's  median  income 

TTie  charts  on  pgt  "^  illustrate  the 
Real  Kstalr  Group's  reconl  of  (teli^cri^g 
credit  prtHiiicis  in  support  of  ifTordrthle 
housing  since  the  pn:^'3m's  inception. 

fk-taii;>e  of  lis  intreasiny  Jclivit\'  in 
affordable  housings  ihe  Re;J  tsialc 
(iroup  formed  a  separate  unit  in  19^)1 
devoted  exclusiveK  to  the  business  of 
financing  conimuniiy  developrncm 
projects.  Following  arc  recent  examples 
of  projttts  financed  through  this 
program  by  the  Vlell'.  largo  Kc%d 
Lstate  (innip: 

480  VALENCIA    ASSOCIATES 

-  SAN  Francisco 
Vrlth  a  construction  loan  from  *ells 
Fargo  Bank.  Mission  llou'-iiig  fk-wlop- 
ment  (luqxiraiioii  bitili  .i  SKiinii  Iihv- 
iiKome  fainih  apartment  coinple.\  Of 
the  sS  units  at  lL'a.si  two  thirds  will  be 
made  affordable  to  households  witJi 
incomes  k-ss  than  55"*  of  San 
Francisco's  inediaii  income  and  at 
least  one  third  of  the  units  will  be 
made  affonuihle  to  hou.seholds  with 
incomes  less  diaii  50%  of  titc 
ntedian  income. 

CORONA  Ranch 
Apartments  -  petaluma 

III  .Sonoma  G)unl\.  with  a  construction 
loan  from  Wells  Fargo  ftank.  Kdeii 
Housing  Inc  .  a  non-profit  housing 
developer  and  long-iime  customer  of 
Wefis  Fargo,  was  able  to  buikl  a 


7  i-unii,  low-income  faniiK  apartment 

i  I'liiplex.  Twi>  ihirds  of  tlie  units  were 

w  avaifabie  to  families  with  in- 

Oiii  juce 

w«nt  to  iamilies  with  incomes  belmv 
(i)%  of  the  median  income 

RanCHO  Par:s  Apahtments 

-  Houliste.^ 

K.mtlio  Park  \|)jiUiilii!s  is  a  S-i-iiiiii 
apurliuei!!  compit:-.  lor  it>v»-  andver. 
iow-incomc  families.  Tfic  prtjject  was 
ilevelopedby  S.I.  mg 

Corporation,  a  i;  ur 

Tlie  project,  located  at  Ranch  Drive  aru 
Park  Street  in  Hollister.  rer eKcd  a 
coiistniction  ioa!i  from  %ells  }argo°s 
Real  hstate  Group 

North  Bank  Greens 

-  VENTURA 

Vcnftsra  .Affordable  Monies  is  a  partner- 
ship of  Affordable  Coinmunities, 
General  Partner  and  \nurican 
Commercial  Bank,  Limited  Fanner 
Assisted  with  a  censijiiciioa  lean  from 
Welb  Fargo.  North  i>:uik  Greens 
provides  ISOdetachi'd,  3-4  bedroom 
homes  to  fsrst-iiine  home  buyers 
making  less  than  1  lO'V  of  \entura 
County's  median  iiKome. 

simone  hotel. 

-  Skio  Row,  Los  Angeles 
Featuretl  \n  Arcbitecturv  magazine, 
the  Simone  Hotel  combines  aesdieiics 
iuid  functionalitv   \  construction  loan 
was  granted  by  Wells  Fargo's  Real 
F,state  Group 

The  .Simone  Hotel  was  developed  by  a 
limited  partnership  made  up  of  the 
Skid  Row  Housing  Tnist  and  the  l.os 
Vigefes  Housing  Partnership,  two  non- 
profit corporations.  The  Simone  Hold 
was  the  firsi  Single  Room  Occupancy 
(SRO)  hotel  to  be  b«iilt  in  tlK-  Skid  Row 
section  of  Los  .Vngeles  in  'W)  years 
It  provides  housing  to  12.^  individuals 
wtio  are  unemployed  or  employed  in 
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THE  OAK  VALLEY   PROJECT 

-  Santa  Maria 
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iiiiii  foraicd  in  !'>S3  l«  imi»rii«-  the 
qualm  id  life  in  liif  Walls  comnnm* 
}n  pnividing  s«TV)«'S  iha!  atUiass  the 
iiniiioliaic  ne«b  of  ihc  i«'p!f  i»  'I"-'' 
jrva  TIk'  corponUioii  is  niasMgrti  bv  :i 
rolunlMT  hoanl  of  (Ureciiirs  wiili  jl 
iwtuliiC  dircrtor  looHTSct  u^w 
proitraiHs  Job  Inuimig.  gang  mcdia- 
iii>n  laiiKuap'  jtiiiiLsition  and  sub- 
sUiHf  ahiisf  counseliiij!  Mt  jiist  yimi- 
111  i!i(-  programs  offered  In  this 
(in^iiii/^timi 

BaKtH    PI-ACES    INC 

-  San  FRANCISCO 

ttdis  f  afiio  Biuik's  CoHsimjcr  Cn^iii 
Oroiip  pnnidfd  purcliisf  fiuanring  for 
Ji.TiiiM>ii  Klaic.  a  iuHisinii  iwojeci  of 
«»t«r  Pli«.i>  liH-  The  facUm  pnnidr.s 
h"\iMiKi3nd  suppon  Mnnes  for  !.' 
lUV-uifttwd  residcnb. 


»rNTl  OF  1 

^  4  YC;fM 


P.akfT  PfeKi 


ihl 


.ili^ik'  sup|R>r 
'tif  primary  iiui  m.,i>  i^i 
IS  ti.rahin.tUiH!  0!  per^ioiR 


COt-ONIA    BARPIOS 
SENIORS,  INC.  -  SAN  DiEGO 

TIh  VlVlh  f:tr)so  Corismwr  Crt^lii 
Or»i;|)imnKlcdfiiiaiK:itM;!«ColiHii;' 
Bjnvis  Snmr>.  liK.  for  *c  manajii 
mew  (it  Villa  Mirecxj  ^partfiwius,  u 
Km-iinii  cmiipltx  for  vcn  IwirKonir 
M'liiori  and  Uisabied  pffsoiis 
ijifonia  Barno>  Seiiior<>.  fnc  i.'-  i  nw?- 
profii  cor|'<"'alio"  fonn«^  'i  ''^''^  '** 
(kwl?>p.  own  awl  mBiagP  huusiiiK  for 
viTi  Inw-imiHiif  swi-irs  iikI  d:>aW<^ 
piiioiis  Social  activilics  help  tliv 
rriidcnb  iiuiiiiaiii  an  acmt  and 
pri)ducsi\c  role  in  Usnr  c!imim|nm 
Throiiidi  cooperation  »ith  she 
Swwtv.ateT  \dL-l!  tdutaimn  pnigi-am. 
cbNS<-j  III  «-v>i:i!;  rtfdlepoinl.  tiiBl!>!i 
as  a  sf^oiHi  lanstuafsi:.  and  ails  and 
crsft-s  also  are  offered 
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EDEN   HOUSiNG.   INC. 

TEACHER  CREATED 

MAL.IBU  BOATS  West.  Inc. 

-  OAKLAND 

MATERIAl-S.   INC.   (TCM) 
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"If  it  makes  financial  sense,  we'll  do  all  of  this  business  ive  catL ' 


Carl  E.  Reichardt 

CMAiRMAS 

weuus  Fargo  BA^rt 
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Business  Banking 
Group 

Aiiolher  important  element  of  Wells 
Fai^o  Bank's  Community  and  Eco- 
nomic Development  Loan  Program  is 
provided  by  the  Business  Loan  Division 
of  the  Business  Banking  Group.  With  an 
average  loan  size  less  than  $55,000,  and 
a  median  size  in  the  $2O,00O-$40,0O0 
range,  the  Business  Loan  Division 
funded  $195  million  in  2,217  transac- 
tions through  its  CRA  loan  products 
during  1992.  With  a  special  emphasis 
on  minority  and  women-owned  busi- 
nesses, this  Division  seeks  to  identify 
lending  opportunities  that  will  result 
in  the  creation  or  retention  of  jobs. 
The  Division  also  seeks  to  provide 
credit  to  companies  located  within 
enterprise  zones. 

The  Business  Loan  Division  also  offers 
"BusinessLine™,"  a  line  of  credit  avail- 
able to  small  businesses  for  amounts 
ranging  from  $5,000  to  $50,000. 
This  product  was  designed  for  short- 
term  financing  and  can  be  used  for 
trade  discounts,  to  carry  receivables,  for 
purchase  of  inventor)'  and  for  general 
working  capital  and  seasonal  needs. 

The  Business  Loan  Division  is  a 
participant  in  the  State  of  California 
Guarantee  Loan  Program.  It  seeks  to 
achieve  a  "Certified  Lender"  status  with 
the  Small  Business  Administration,  thus 
enabling  Wells  Fargo  Bank  to  become 
an  efficient  provider  of  SBA  guaranteed 
loans  to  sinall  businesses  that  would 
otherwise  not  qualify  for  credit. 

The  Business  Loan  Division,  which  was 
formed  in  1988,  is  a  relatively  new 
component  of  the  Wells  Fargo  Commu- 
nity and  Economic  Development  Loan 
Program.  The  charts  on  the  right 
illustrate  how  successful  the  Division 
has  been  in  identifying  and  addressing 
an  important  niche  in  community 
lending  since  being  added  to  the 
Program  in  1989. 


San  Diego  Youth  and 
Community  Services 
(SDYCS)  -  San  Diego 

San  Diego  Youth  and  Community 
Services  is  a  20-year-old  organization 
that  provides  youth  and  family  services 
in  times  of  crisis.  SDYCS  operates 
shelters  for  homeless  adolescents, 
supports  foster  families  in  their  care  of 
young  people,  and  has  gang  prevention 
and  teenage  alcoholism  programs. 
The  Business  Loan  Division  provided 
it  with  a  line  of  credit. 

13th  Street  Chalet 

-  San  Jose 

The  l.Sth  Street  Chalet  provides  shelter 
and  care  services  to  50  clients.  Funded 
through  contracts  from  Agnews  State 
Hospital  in  Santa  Clara  County,  the 
Chalet  provides  an  alternative  to 
institutional  care  to  developmentally 
disabled  individuals.  Services  include 
medicine  supervision,  financial  counsel- 
ing and  work  skill  training.  The  bank's 
San  Jose  Main  Office  worked  with  BLD 
on  a  loan  to  refinance  the  home. 

Clinica  de  Salud  Para 
El  Valle  de  Salinas 

-  Salinas 

The  Salinas  Main  Office  worked  with 
BLD  to  provide  a  short-term  loan  to 
assist  Clinica  de  Salud  Para  El  Valle  de 
Salinas  (Salinas  Valley  Health  Clinic). 
Established  in  1981,  this  non-profit 
clinic  provides  acute  care,  dentistry 
and  obstetrical-gynecological  services 
to  migrant  farm  workers  in  the 
Salinas  Valley. 

LA  Raza/Galeria  Posada 

-  SACRAMENTO 

La  Raza'Galeria  Posada  is  a  20-year- 
old,  non-profit  multicultural  arts 
organization  dedicated  to  the  promo- 
tion and  preservation  of  Chicano/ 
Mexicano  and  Native  American  art  and 
literature.  Its  main  components  are  La 
Raza  Bookstore  and  La  Galeria  Posada. 


The  Business  Loan  Division  extended 
a  line  of  credit  to  La  Raza/Galeria 
Posada.  Photo  on  pdge  5. 


Economic  Development 
Business  loan  Division 

(Dollar  Amount) 


1990  1991 


Economic  Development 
Business  loan  Division 

(Transaclions) 


#  of  Transactions 


1969  1990  1991 
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opportunities  for  community  develop- 
ment lending,  have  been  created  as  a 
result  of  the  Community  Contacts 
Program. 

The  Community  Development 
Department's  professional  staff  are 
often  speakers  or  panelists  at  conunu- 
nity  and  economic  development 
meetings. 

CORPORATE    RESPONSIBILITY 

This  department  coordinates  a  wide 
variety  of  activities  and  programs  that 
address  social  issues  in  California. 
Activities  coordinated  by  the  depart- 
ment include: 

Social  Service  Leave  Program  -  Any 

Wells  Fargo  employee  in  good  standing 
with  three  or  more  years  of  service  may 
apply  for  a  social  service  leave  of  up  to 
sLx  months.  Leaves  provide  an  opportu- 
nity for  employees  to  work  with  a  non- 
profit group  of  their  choice.  Employees 
continue  to  receive  full  pay  and 
benefits  while  on  leave  and  are  guaran- 
teed the  same  or  a  similar  job  upon 
returning  to  Wells  Fargo. 

President's  Award  for  Social  Service 

-  Through  this  program.  Wells  Fargo 
annually  recognizes  employees  who 
volunteer  their  time  working  for  non- 
profit agencies  in  the  community. 
Winners  receive  recognition  from 
President  Paul  Hazen,  as  well  as  a  cash 
award  for  the  non-profit  agency  for 
which  they  volunteer. 

Personal  Growth  Leave  -  This 
program  provides  a  leave  of  up  to  three 
months  for  employees  to  pursue 
intensively  a  personal  interest  or 
activity  that  might  not  be  possible 
without  a  leave.  Participating  employ- 
ees are  given  an  opportunity  to  broaden 
their  perspective  and  have  pursued  a 
variety  of  interests.  The  Personal 
Growth  Leave  Program  is  open  to 
employees  in  good  standing  wiio  have 
completed  1 0  or  more  years  of  service 
with  Wells  Fargo. 


Cultural  Diversity 
committtee 

Established  in  1990,  this  committee  is 
chaired  by  a  senior  manager  of  the 
Bank,  who  reports  directly  to  the  Chief 
Executive  Officer,  Carl  Reichardt.  The 
mission  of  the  committee  is  to  monitor 
company  policies  and  practices  and 
recommend  changes  which  ensure 
that  diversity  is  fostered  at  all  levels 
within  Wells  Fargo. 
Committee  members  who  act  in  an 
advisorv'  capacity  represent  a  variety  of 
business  units,  and  reflect  the  ethnic 
and  gender  mix  of  the  company.  In  its 
meetings  the  committee  formulates 
policies  to: 

•  promote  cultural  awareness 
within  the  organization, 

•  communicate  the  company's 
vision  on  cultural  diversity, 

•  create  an  environment  where 
all  employees  are  fully  utilized 
and  developed  to  their  maxi- 
mum potential,  and 

•  incorporate  accountability  for 
diversity  results. 

WELLS  TEAM 

This  program  pro\ides  Wells  Fargo 
Bank  employees  the  opportunity  to 
volunteer  their  time,  efforts  and  skills 
in  the  communities  where  they  work 
and  live. 

Throughout  the  year,  Wells  Team 
members  participate  in  hands-on 
volunteer  projects  coordinated  in 
partnership  with  local  non-profit 
agencies.  Examples  of  such  projects 
include  planting  trees,  renovating 
homes  for  low-income,  elderly 
homeowners,  packing  food  at  local 
food  banks,  and  holding  holiday  events 
for  disadvantaged  children.  In  1992,  a 
total  of  3,363  volunteers  participated  in 
61  Wells  Team  volunteer  projects 
across  the  state. 

Community  organizations  also  benefit 
from  Wells  Fargo  volunteers'  involve- 


ment on  non-profit  boards  of  directors 
and  advisory  committees.  Wells  Team 
helps  members  contribute  their 
administrative  and  management  skills 
to  these  agencies  by  linking  qualified 
Wells  Fargo  employees  with  non-profit 
agencies  in  need  of  board  or  advisory 
committee  members. 
Additional  volunteer  programs  coordi- 
nated by  Wells  Team  are  the  Wells 
Team  sports  sponsorship  program  and 
Wells  Fargo  blood  drives.  The  sports 
sponsorship  program  enables  Bank 
employees  to  form  company-sponsored 
teams  to  participate  in  athletic  events 
benefiting  non-profit  community- 
agencies.  Wells  Fargo  blood  drives  have 
been  so  successful  that  in  1992  the 
company  received  an  .\ward  of  Excel- 
lence from  the  Irwin  Memorial  Blood 
Bank  in  San  Francisco. 
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auifornia 
Community 
Reinvestment 
Corporation  (CCRC)  - 

The  CCRC  is  a  consortium  of  56 
California  banks  that  provides  a 
revolving  $100  million  pool  of  fiinds 
for  permanent  financing  of  affordable 
housing  projects.  A  founding  member 
of  the  CCRC,  Wells  Fargo  Bank  is  the 
second  largest  investor,  ftjnding 
approximately  12%  of  each  transaction. 
Wells  Fargo  Bank's  Corporate  Commu- 
nity Development  Group  Manner  is  a 
member  of  the  CCRC  Board  of  Direc- 
tors and  an  active  participant  in  the 
board's  Executive  Committee.  The 
CCRC  is  establishing  a  secondary 
market  to  enable  the  CCRC  mem- 
bers' fiinds  to  be  available  on  a 
revolving  basis. 

LOS  ANGELES  Commu- 
nity Reinvestment 
Committee 

The  Los  Angeles  Community 
Reinvestment  Committee 
(LACRC)  was  established  by 
the  City  Council  of  Los 
.\ngeles  in  December  1990  as 
a  vs'orking  group  of  bank  and 
savings  and  loan  association 
officials,  community 
representatives  and  city 
staff  to  develop  a  compre- 
hensive plan  to  help 
revitalize  depressed  areas 
of  Los  .\ngeles.  The  committee,  which 
was  established  with  a  two-year  sunset 
provision,  was  given  the  specific  task  of 
developing  new  financial  institution 
programs  or  projects  to  meet  the  credit 
and  financial  needs  of  low-  and 
moderate-income  communities  in  the 
City  of  Los  .Angeles.  Wells  Fargo  has 
been  a  key  participant  in  the  L\CRC 
since  its  inception. 


Subcommittees  were  formed  for  the 
following  areas:  Consumer  Services, 
Economic  Development/ Affordable 
Housing,  .Affordable  Housing  Financ- 
ing, and  Economic  Development 
Financing.  Karen  Wegmann,  Wells 
Fargo  Executive  Vice  President, 
chaired  the  Subcommittee  on 
Economic  Development  Financing. 
By  June  1991,  the  subcomminee  had 
completed  the  first  phase  of  its  task 
with  the  development  of  12  specific 
programs  for  addressing  credit  and 
financial  service  needs  in  South 
Central  Los  .\ngeles.  The  second  phase 
was  to  establish  a  pilot  project  to 
implement  the  12  programs,  the 
Community  Financial  Resource 
Center.  The  following  initiatives  will 
be  launched: 

•  SEED  -  Micro-Business  Loan 
Program, 

•  Small  Business  Expansion  Loan 
Program, 

•  Business  Assistance  Center, 

•  Business  Resource  Directory/ 
Database, 

•  Business  Fairs, 

•  Legal  ,\id  Foundation  of  Los 
Angeles  Consumer  Banking 
Project, 

•  Home  Loan  Counseling  Center, 

•  Home  Buyers  Fair, 

•  First-Time  Home  Buyers  Loan 
Program, 

•  Consumer  Credit  Counseling 
Program, 

•  Land  and  Building  Acquisition 
Program  for  Affordable  Housing 
Construction,  and 

•  Financial  institution  support  for 
the  establishment  of  the  South 
Central  Community 
Development  Credit  Union. 
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Development  Bank 
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National  Association  of 
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Lenders  (NAAhi.) 
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of  WelLs  Fargo  Bank.  N.VVllL  h.is 
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CRA  Designated 
Offices 


dls  Fargo's  CRA 
Statement  reflects  our 
sincere  commitment 
and  significant  accomplishments  in 
identifying  and  meeting  the  financial 
and  credit  needs  of  the  communities  in 
which  we  do  business.  Community 
reinvestment  activities  are  integral  to 
the  ongoing  business  of  Wells  Fargo. 
We  believe  in  doing  business  in  the 
commimities  where  our  staff  work  and 
live.  This  statement  documents  our 
CRA  related  programs  and  highliglits, 
including  our  community  outreach  and 
product  development  efforts. 


This  CRA  statement  also  serves  as  a 
means  to  market  our  products  and 
publicize  our  lending  activities  as  they 
benefit  the  communities  where  Wells 
Fargo  is  present.  At  Wells  Fargo,  we 
are  committed  to  continuing  our 
leadership  role  in  promoting  economic 
revitali/ation  and  growth  in  the 
communities  we  serve. 

We  invite  all  interested  persons  to 
comment  on  the  credit  needs  of  their 
communities,  and  we  will  respond  to 
all  comments  Copies  of  such  corre- 
spondence are  available  at  designated 
CRA  offices  listed  on  this  page. 


U^ 

v'.   1 

9            ^ 

> 

REGION  1 

^^ 

t 

Santa  Rosa  Maio 

Humboldl 
Lake 

"f: 

i ,- 

200  B  Strcc( 

\JoJ< 

Santa  Rosa  95401 

Mendocino 

Manager 

Napa 

(707)  584-3125 

Sonoma 

REGION  2 

REGION  5 

Sacramento  Main 

Biitle 

ShasU 

Salina.s  Main 

Monterey 

400  Capilol  Mall 

Colusa 

Sutter 

65  Wesi  Alisal  Slrecl 

San  Benito 

Sacramento  95814 

El  Dorado 

Tetiama 

Salinas  93901 

San  Luis  Obispo 

Manager 

Nevada 

Yolo 

Manager 

(916)4404331 

Placer 
Sacramenio 

Yuba 

(408)  754-5018 
REGION  6 

REGION  3 

Bakersiield  RCBO 

Kern 

San  Francisco  Main 

Alameda 

San  Mateo 

5401  California  .*ve. 

Tulare 

464  California  Street 

Contra  Cosla 

Santa  Cnjz 

Bakersiield  93309 

San  Francisco  94163 

Marin 

Sania  Clara 

Manager 

Manager 

San  Francisco 

Solano 

(805)  861-6273 

(415)  396-2853 


REGION  4 

Fresno  Main 

Amador 

Merced 

1206  Van  Ness  Avenue 

Fresno 

San  Joaquin 

Fresno  93721 

Kings 

Stanislaus 

Manager 

Madera 

Tuolumne 

(209)  442-6225 

REGION  7 

Los  Angeles  Main       Los  .Angeles 
333  South  Grand  Ave.     Santa  Barbara 
Los  Angeles  9007 1        Ventura 
Manager 
(213)  253-3741 


REGION  8 

Santa  Ana 

Orange 

2323  North  Broadway 

Santa  Ana  92706 

Manager 

(714)  973-5143 

REGION  9 

Rancho  Cucamonga 

Riverside 

10535  Foothill  Blvd 

San  Bernardino 

Rancho  Cucamonga 

91730 

Manager 

(714)  945-5686 

REGION  10 

San  Diego  Main 

imperial 

101  West  Broadway 

San  Diego 

San  Dicjo  92101 

Manager 

(619)  238-6351 

Community 
Reinvestment  Act  Notice 


The  following  notice  is  posted  in  each  Wells  Fargo 
Branch  Office  in  keeping  with  the  Community 
Reinvestment  Act: 

The  Federal  Community  Reinvestment  Act  (CRA)  re- 
quires the  Comptroller  of  the  Currency  to  evaluate  our 
performance  in  helping  to  meet  the  credit  needs  of  this 
community,  and  to  take  this  evaluation  into  account 
when  the  Comptroller  decides  on  certain  applications 
submitted  by  us.  Your  involvement  is  encouraged. 

You  should  know  that: 

■  You  may  obtain  our  current  CRA  Statement  for  this 
community  in  this  office  or  by  contacting  Wells  Fargo 
Bank,  Community  Development  Department,  PO.  Box 
63102,  San  Francisco,  California  941 63. 

■  You  may  send  signed,  written  comments  about  our 
CRA  Statement  or  our  performance  in  helping  to  meet 
community  credit  needs  to  Manager,  Wells  Fargo  Com- 
munity Development  Department,  PO.  Box  63102,  San 
Francisco,  California  94163,  and  to  the  Comptroller  of 
the  Currency,  Administrator  of  National  Banks,  Western 
District,  50  Fremont  Street,  Suite  3900,  San  Francisco, 
California  94105.  Your  letter,  together  with  any 
response  by  us,  may  be  made  public. 

■  You  may  look  at  a  file  of  all  signed,  written  com- 
ments received  by  us  within  the  past  two  years,  any 
responses  we  have  made  to  the  comments,  and  all  CRA 
Statements  in  effect  during  the  past  two  years  at  our 
Community  Development  office  in  San  Francisco.  You 
also  may  look  at  the  file  about  this  community  at  the 
office  designated  in  the  CRA  Statement  or  you  can 
request  that  a  copy  be  provided  at  your  local  branch. 


■  You  may  ask  to  look  at  any  comments  concerning 
Wells  Fargo  Bank  received  by  the  Comptroller  of  the 
Currency  Western  District. 

■  You  also  may  request  from  the  Comptroller  of  the 
Currency  Western  District,  an  announcement  of  apph- 
cations  covered  by  the  CRA  filed  with  the  Comptroller. 

■  We  are  a  subsidiary  of  Wells  Fargo  &  Company  a 
bank  holding  company  You  may  request  from  the 
Federal  Reserve  Bank  of  San  Francisco,  101  Market 
Street,  San  Francisco,  California  94105  an  announce- 
ment of  applications  covered  by  the  CRA  filed  by  bank 
holding  companies. 

■  You  may  obtain  the  public  section  of  our  most  recent 
CRA  Performance  Evaluation,  which  was  prepared  by 
the  Comptroller  of  the  Currenq  at  Community  Devel- 
opment Department,  PO.  Box  63102,  San  Francisco, 
California  94163  or  at  any  of  the  offices  designated  in 
our  CRA  Statement. 


WELLS  FARGO  BANK 
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Community  Development 

394  Pacific  Avenue  333  South  Grand  Avenue  101  West  Broadway 

San  Francisco,  California 94163  Los  Angeles,  California  90071  San  Diego.  California  92I0I 

(415)  396-0450  (213)  253-7146  (619)  238-6358 
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Office  of  Thrift  Supervision 

H<|     Department  of  the  Treasury 


1 700  G  Street,  N.W..  Washington,  D.C.  20552  •  (202)  906-6590 


Director 


December  3,    1993 


The  Honorable  Joseph  P.    Kennedy,    II 

Chairman 

Subcommittee  on  Consumer  Credit  and  Insurance 

Committee  on  Banking,  Finance  and  Urban  Affairs 

U.S.  House  of  Representatives 

Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

Please  find  enclosed  responses  to  the  follow  up  questions 
submitted  in  conjunction  with  the  the  October  21,  1993  hearing 
on  Community  Reinvestment  Act  Reform  Initiatives  and  Federal 
fair  lending  laws. 

If  I  may  be  of  any  further  assistance,  please  do  not 
hesitate  to  contact  me. 


lathan  L.  Fiechter 
llfcting  Director 


Enclosure 
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OFFICE  OF  THRIFT  SUPERVISION 
ANSWERS  TO  QUESTIONS 
ON  CRA  REFORM  AND  FAIR  LENDING 

Questions  from  Chainnan  Kennedy; 

Q.l.   I  know  that  you  are  very  familiar  with  the  Decatur  Savings 
and  Loan  case  brought  by  the  Justice  Department.   What  has 
happened  to  the  CRA  rating  of  Decatur  Savings  and  Loan 
since  the  case? 

A.l.   We  last  examined  Decatur  Federal  Savings  and  Loan 

Association  for  CRA  as  of  December  26,  1989.   Subsequent 
to  that  examination,  the  Justice  Department  conducted  an 
extended  fair  lending  investigation  of  Decatur.   We  did 
not  conduct  a  CRA  examination  during  that  investigation  to 
avoid  interfering  with  their  work.   Prior  to  the  Justice 
Department's  settlement  with  Decatur,  which  was  reached  in 
September  1992,  First  Union  National  Bank  of  Georgia 
applied  to  acquire  the  institution.   The  acquisition  took 
place  on  March  1,  1993.   First  Union  is  regulated  by  the 
Office  of  the  Comptroller  of  the  Currency. 

Q.2.   On  page  4  of  your  testimony,  you  say  that  the  agencies 
will  soon  be  rewriting  examination  procedures  in  a  way 
that  makes  better  use  of  the  objective  measures  of 
performance.   Could  you  please  provide  examples  of  how 
this  will  be  done? 

A. 2.   The  federal  financial  regulatory  agencies  are  working 
together  to  implement  President  Clinton's  CRA  Reform 
Initiative.   The  agencies  expect  to  publish  proposed 
uniform  regulations  in  the  Federal  Register  before 
year-end.   Consistent  with  the  President's  instructions, 
the  revised  regulations  will  focus  on  an  institution's 
lending  performance,  investments,  and  services, 
particularly  as  they  relate  to  low-  and  moderate-  income 
areas.  We  will  begin  developing  new  examination 
procedures  after  the  revised  regulation  is  proposed. 
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Q.3.  On  page  6  of  your  testimony,  you  indicate  a  need  for 
better  detection  tools  to  analyze  disparate  lending 
patterns.  What  tools  would  be  of  assistance?  Would  a 
HNDA-like  disclosure  of  business  and  consumer  loans  be 
useful? 

A. 3.   The  steps  we  are  taking  to  better  detect  discrimination 
include:   (1)  expanding  and  improving  examiner  training; 

(2)  exploring  alternative  detection  techniques,  such  as 
testing,  to  add  to  our  examination  process;  and 

(3)  working  through  the  Federal  Financial  Institutions 
Examination  Council  to  find  better  ways  to  use  HMDA  data 
to  identify  lending  disparities  and  potential  problems. 
It  would  also  be  helpful  to  develop,  in  consultation  with 
the  Department  of  Justice,  uniform  and  cost-effective, 
computer-assisted,  interagency  fair  lending  examination 
procedures  using  statistical  sampling  techniques. 

Although  most  of  the  institutions  we  regulate  engage 
primarily  in  home  mortgage  lending,  HMDA-like  disclosure 
of  data  for  business  and  consumer  loans  would  be  of  some 
use  in  those  institutions  that  are  significantly  involved 
in  making  those  types  of  loans.   In  connection  with  the 
forthcoming  CRA  proposal,  the  agencies  are  considering  the 
collection  by  certain  institutions  of  additional  data  on 
business  and  consumer  loans. 

Q.4.   The  Comptroller  has  indicated  he  will  be  using  testers  to 
detect  discrimination  in  early  1994.  Will  OTS  be 
following  suit  anytime  soon?  Why  or  why  not? 

A. 4.   We  are  very  interested  in  testing  and  have  discussed  the 

concept  with  several  civil  rights  groups  and  HUD.   We  have 
offered  to  provide  advice  and  guidance  on  a 
research-oriented  testing  project  that  the  Urban  Institute 
would  like  to  pursue,  and  have  offered  to  work  with  HUD  to 
interpret  the  results  of  the  findings  from  its  testing 
project.   However,  prior  to  making  a  final  determination 
as  to  whether  we  will  pursue  our  own  program,  we  want  to 
evaluate  the  results  of  the  OCC's  testing  project.   If  the 
OCC's  project  demonstrates  that  testing  is  an  effective 
tool  for  detecting  discrimination,  we  would  expect  to 
adopt  a  similar  program. 
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Office  of  Thrift  Supervision 

Department  of  the  Treasury 


Direct*  ff 


1 700  G  Street.  NW.WashingKm,  DC.  20552  •  (202)  906-6590 


December   3,    1993 


The  Honorable  Joseph  P.    Kennedy,    II 

Chairman 

Subcommittee  on  Consumer  Credit  and  Insurance 

Committee  on  Banking,  Finance  and  Urban  Affairs 

U.S.  House  of  Representatives 

Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

Please  find  enclosed  responses  to  the  follow  up  questions 
submitted  in  conjunction  with  the  the  October  21,  1993  hearing 
on  Community  Reinvestment  Act  Reform  Initiatives  and  Federal 
fair  lending  laws. 

If  I  may  be  of  any  further  assistance,  please  do  not 
hesitate  to  contact  me. 


-ely,     ^ 


Jhhathan  L.  Fiechter 
Acting  Director 


Enclosure 
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Questions  from  Conqresswoman  Roybal-Allard; 

Q.l.   What  is  your  opinion  on  whether  bank  branch  closure  in 
underserved  areas  should  be  subject  to  CRA  review? 

A.l.   An  institution's  record  of  opening  and  closing  branches  is 
relevant  to  the  question  of  whether  an  institution  is 
providing  credit  and  banking  services  to  its  community. 
We  review  an  institution's  record  of  opening  and  closing 
offices  and  providing  services  at  offices  under  our 
current  CRA  examination  procedures.   Those  procedures  also 
incorporate  review  of  the  branch  closing  provisions  of 
Section  42  of  the  Federal  Deposit  Insurance  Act.   We 
expect  that  branching  patterns  will  continue  to  be        • 
reviewed  under  the  revised  CRA  regulations . 

Q.2.   Has  OTS  found  that  the  financial  institutions  it  examines 
consider  their  obligation  to  meet  the  needs  of  working 
class  and  minority  individuals  to  be  charity  work  rather 
than  a  business  responsibility?  Do  banks  often  hire  CRA 
officers  who  are  public  relations  professionals  or  have 
joint  duties  with  the  corporate  philanthropy  aspect  of  the 
institution? 

A. 2.   In  our  experience,  CRA  officers,  like  many  other  officers 
in  an  institution,  come  to  their  position  with  varied 
backgrounds  and  experience.   For  example,  some  are 
seasoned  lending  officers  and  some  serve  as  a  member  of  an 
institution's  board  of  directors. 

It  is  not  unusual  for  members  of  an  institution's 
management  team  to  have  multiple  responsibilities.   This 
is  particularly  true  in  smaller  institutions  which  tend  to 
have  fewer  management  personnel.   In  some  cases,  an 
institution's  compliance  officer  is  also  the  CRA  officer. 

The  way  in  which  an  institution  administers  its  CRA 
responsibilities  is  often  a  reflection  of  its  board  of 
directors'  perceptions  of  CRA.   If  the  board  does  not  look 
at  CRA  as  an  affirmative  obligation  and  a  good  business 
opportunity  for  their  institution,  they  will  probably  not 
devote  the  resources  or  personnel  necessary  to  do  the  job 
well.   Conversely,  if  the  board  is  dedicated  to  CRA 
performance,  an  effective  CRA  officer  will  concentrate  on 
business  development  and  public  relations.  An  effective 
CRA  officer  typically  has  strong  interpersonal  skills  and 
the  financial  savvy  to  develop  and  market  loan  products 
that  are  responsive  to  the  most  pressing  community  credit 
needs . 
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BOARD    OF    GOVERNORS 
OF  THE 

FEDERAL  RESERVE  SYSTEM 

WASHINGTON,  Q.  C.  30551 


December  14,  1993 


LAWRENCE    8.  LrNDSEY 
MEMBER  OF  THE  BQARO 


The  Honorable  Joseph  P.  Kennedy,  II 

Chairman 

Subcommittee  on  Consumer  Credit  and  Insurance 

Committee  on  Banking,  Finance  and 

Urban  Affairs 
House  of  Representatives 
Washington,  D.C.    20515 

Dear  Mr.  Chairman: 

Thank  you  for  your  letter  of  November  15  forwarding  to 
me  Congresswoman  Roybal-Allard's  questions  in  follow-up  to  the 
Subcommittee's  October  21  hearing  regarding  the  Community 
Reinvestment  Act.   I  am  pleased  to  present  the  questions  you 
posed  and  the  Board's  responses  for  inclusion  in  the  official 
hearing  record. 

Q.l.  In  liOS  Angeles  County,  dozens  of  bank  branches  have  closed 

in  the  past  several  years.   Most  of  these  bank  branches  were 
located  in  working  class  and  minority  communities.   However, 
many  bank  branches  continue  to  originate  in  affluent,  non- 
ethnic  communities.   As  a  result,  many  community  activists 
have  suggested  that  bank  branch  closures  of  solvent  institu- 
tions should  be  prohibited  in  underserved  areas.   They  also 
argue  that  branch  openings  by  banks  which  have  no  branches 
in  working  class  and  minority  communities  should  be  denied. 

What  is  your  opinion  on  whether  bank  branch  closure  in 
underserved  areas  should  be  subject  to  CRA  review?  Are  the 
regulatory  agencies  considering  this  idea.   Please  explain. 

A.l.  The  Federal  Reserve  Board  currently  considers  a  review 
of  branch  openings  and  closings,  which  is  one  of  the  twelve 
Community  Reinvestment  Act  (CRA)  assessment  factors,  to  be  an 
integral  part  of  the  CRA  examination  of  State  member  banks. 
During  the  CRA  examination.  System  compliance  examiners  routinely 
review  the  bank's  branch  closing  policy,  as  well  as  the  locations 
of  any  branches  closed  since  the  last  CRA  examination,  and  the 
reasons  behind  these  closings,  including  any  statistical  data 
which  supports  the  closings.   Examiners  also  review  any  branch 
closing  notifications  sent  to  affected  customers. 

For  all  CRA  examinations  conducted  after  July  1,  1990, 
System  examiners  produce  a  CRA  public  disclosure  which  summarizes 
the  CRA  examination  findings  for  the  public.   Section  III  of  the 
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disclosure,  Geographic  Distribution  and  Record  of  Opening  and 
Closing  Offices,  contains  the  examiner's  findings  concerning 
branch  closures. 

On  September  21,  1993,  the  Federal  Reserve  Board,  the 
Office  of  the  Comptroller  of  the  Currency,  the  Federal  Deposit 
Insurance  Company,  and  the  Office  of  Thrift  Supervision  adopted 
an  interagency  branch  closing  policy  statement.   This  interagency 
policy  not  only  requires  banks  to  adopt  a  branch  closing  policy, 
but  also  sets  forth  certain  requirements  for  notifying  customers 
and  regulatory  agencies  about  any  impending  branch  closings.   A 
copy  of  the  policy  is  enclosed. 

The  CRA  reform  effort  is  also  addressing  how  banXs  are 
serving  low-  and  moderate- income  neighborhoods.   The  proposal 
envisions  that  retail  banks  would  be  subject  to  a  service  test 
which  would  focus  on  the  degree  to  which  branches  are  located  in, 
or  easily  accessible  to,  low-  and  moderate-income  portions  of  the 
service  area. 

Q.2.  During  the  September  field  hearing  held  by  the  four  federal 
bank  regulatory  agencies  in  Los  Angeles,  one  community  group 
representative  with  expertise  in  CRA  natters  testified  that 
banks  still  consider  their  obligation  to  meet  the  needs  of 
working-class  and  minority  individuals  as  charity  work 
rather  than  a  business  responsibility.   As  proof,  this 
witness  noted  that  banks  often  hire  CRA  officers  who  are 
public  relations  professionals,  or  have  joint  duties  with 
the  corporate  philanthropy  aspect  of  the  institution. 

Have  you  found  this  to  be  the  case  in  the  institutions  you 
have  examined?   Please  comment. 

A. 2.  From  our  experience,  the  title  of  a  bank's  CRA  officer 
and  his  place  in  the  corporate  structure  may  vary  according  to 
the  size  of  the  bank,  the  type  of  the  bank  (such  as  a  commercial, 
wholesale,  or  niche  bank) ,  and  the  location  of  the  bank.   A 
large,  regional  bank  owned  by  a  bank  holding  company  may  work 
with  a  CRA  officer  at  the  holding  company  level  who  may  be 
located  in  the  corporate  philanthropic  department.   Or,  a  large 
bank  may  have  a  CRA  officer  who  is  not  a  loan  officer,  but  who 
acts  as  a  point  person  for  setting  up  and  overseeing  CRA  programs 
within  numerous  regional  communities.   This  person's  role  may 
include  overseeing  CRA  officers  at  branch  banks  or  regional 
banks,  reporting  to  the  bank's  board  of  directors  about  CRA 
performance,  meeting  with  community  groups  to  determine  credit 
needs,  or  reviewing  CRA  officer  reports  concerning  meetings  with 
community  groups  within  the  bank's  various  communities.   In  this 
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case,  the  CRA  officer  may  be  supported  by  a  staff  which  handles 
the  technical  aspects  of  lending. 

In  a  smaller  institution,  the  CRA  officer  may  also 
function  as  a  loan  officer,  as  the  president  of  the  bank,  or  hold 
other  offices  in  addition  to  that  for  CRA.   No  matter  what  area 
of  the  bank  the  CRA  officer  is  housed  in,  however,  the  ultimate 
test  of  how  well  a  bank  carries  out  its  CRA  responsibilities 
rests  in  the  tangible  efforts  made  by  the  bank — the  loans, 
investments,  community  development  corporations,  and  other 
efforts  to  service  the  credit  needs  of  its  community  including 
the  low-  and  moderate-income  areas.   The  success  of  the  bank's 
efforts  is  also  reflected  in  the  CRA  rating  assigned  by  System 
examiners. 

During  a  CRA  examination,  Federal  Reserve  examiners 
review  a  bank's  overall  CRA  program — how  the  bank  defines  its 
market,  determines  community  credit  needs,  creates  products  to 
fit  those  needs,  promotes  lending  within  its  community,  and  the 
types  of  loans  and  the  distribution  of  these  loans  within  the 
community.   Although  the  primary  emphasis  on  CRA  is  lending, 
examiners  also  consider  a  bank's  investments  in  bonds  that 
service  the  needs  of  the  community,  community  development 
projects,  or  other  areas  that  offer  tangible  evidence  of  serving 
the  credit  needs  of  the  community. 

While  corporate  contributions  are  not  usually  con- 
sidered by  examiners  to  be  relevant  to  a  bank's  obligations  under 
CRA,  there  are  some  cases  where  these  contributions  may  support  a 
bank's  CRA  efforts.   For  example,  contributions  (monetary  and  in- 
kind)  to  support  the  personnel,  facilities,  marketing,  and 
finance  activities  of  community-based  nonprofit  organizations  or 
other  financial  intermediaries  that  explicitly  focus  on  helping 
meet  credit  needs  of  low-  and  moderate-income  persons  or  small 
businesses  may  count  towards  a  bank's  CRA  performance.   These 
contributions  may  aid  nonprofit  neighborhood  development  corpora- 
tions, housing  and  other  credit  counseling  organizations, 
community  foundations  and  loan  funds.  Neighborhood  Housing 
Services  Organizations,  and  SBA  504  Certified  Development 
Companies.   In  addition,  a  bank  may  provide  technical  assistance 
or  deposits  to  a  community  development  credit  union  in  the  bank's 
community. 

I  hope  this  information  is  helpful. 

Sincerely, 


Enclosure 
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FEDERAL  RESERVE   press  release 


For  inmediate  release  September  21,  1993 

The  Federal  Reserve  Board  today  announced  adoption  of  a  joint 
interagency  policy  statement  regarding  branch  closings  by  insured  depository 
institutions. 

The  policy  statement  which  is  effective  September  21,  1993, 
provides  guidance  concerning  the  brcmch  closing  provisions  of  section  42  of 
the  Federal  Deposit  Insurance  Act,  specifically  the  requirements  that  insured 
depository  institutions  adopt  policies  for  branch  closings  and  provide  notices 
before  closing  any  branch. 

The  statement: 

•  defines  a  "branch"  for  purposes  of  section 
42  as  a  traditional  brick-and-mortar 
branch  at  which  deposits  are  received, 
checks  are  paid,  or  money  is  lent,  thereby 
excluding  the  closing  of  ATMs  and 
temporary  branches  from  section  42 's 
notice  requirements; 

•  provides  that  the  relocation  or 
consolidation  of  a  branch  is  not  a 
closing; 

•  provides  that  a  tenporary  interruption  of 
service  is  not  a  closing; 

•  makes  clear  that  as  long  as  a  branch 
continues  to  meet  the  definition  of 

(OVER) 
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"branch"  under  section  42,  a  downgrading 
of  the  services  is  not  a  closing; 

•  allows  each  Insured  depository  institution 
to  devise  a  means  of  allocating  customers 
among  branches  and  provides  guidance  on 
how  this  can  be  done,  instead  of  defining 
who  is  a  customer  of  a  branch  and  who  must 
be  notified  of  a  proposed  closing; 

•  identifies  the  information  to  be  included 
in  the  notice  to  customers  and  in  the 
notice  posting  at  the  branch;  and, 

•  provides  that  no  branch  closing  hsis 
occurred  when  an  acquiring  institution 
operates  a  branch  ten^orarily  under  an 
option  agreement  with  the  Federal  Deposit 
Insurance  Corporation  ("FDIC")  or 
Resolution  Trust  Corporation  ("RTC"),  if 
the  acquiring  institution  decides  not  to 
exercise  the  option  and  refers  the  branch 
to  the  FDIC  or  RTC. 

The  policy  statement  was  developed  in  consultation  with  the  Office 
of  the  Comptroller  of  the  Currency,  the  FDIC,  aiid  the  Office  of  Thrift 
Supervision. 

The  interagency  policy  statement  is  attached. 

-0- 
Attachment 
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DEPARTMEaJT  OF  THE  TREASURY 

0£flce  of  the  Comptroller  of  the  Currency 

FEDERAL  RESERVE  SYSTEM 
tDocJcet  No.  R-0777] 

FEDERAL  DEPOSIT  INSURAMCE  CORPORATION 

RIN  -  3063-AA53 

DEPARTMENT  OF  THE  TREAStJRY 

Office  of  Thrift  Supervision 

Docket  No.  93-157 

BRANCH  CLOSINGS 

AGENCIES:   Board  of  Governors  of  the  Federal  Reserve  System; 

Office  of  the  Comptroller  of  the  Currency,  Treasury;  Federal 
Deposit  Insureuice  Corporation;  and  Office  of  Thrift  Supervision, 
Treasury . 

ACTION:   Joint  policy  statement. 

SUMMARY:   The  Board  of  Governors  of  the  Federal  Reserve  System 
(Board  of  Governors) ,  the  Office  of  the  Con^troller  of  the 
Currency  (OCC) ,  the  Federal  Deposit  Insurance  Corporation  (FDIC) , 
and  the  Office  of  Thrift  Supervision  (GTS)  (collectively  "the 
agencies")  have  adopted  a  joint  policy  statement  regarding  branch 
closings  by  insured  depository  institutions.  The  policy 
statement  provides  guidance  concerning  the  br2inch  closing 
provisions  of  section  42  of  the  Federal  Deposit  Insurance  Act 
(FDI  Act) ,  specifically  the  requirements  that  insured  depository 
institutions  adopt  policies  for  branch  closings  and  provide 
notices  before  closing  emy  branch. 
DATES:   Effective  September  21,  1993. 
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FOR  FURTHER  IKFORMATION  CONTACT: 

Board  of  Governors:   Oliver  I.  Ireland,  Associate  General  Counsel 
(202/452-3625),  Gregory  A.  Baer,  Senior  Attorney  (202/452-3236), 
Legal  Division;  Glenn  E.  Loney,  Assistant  Dii;ector  (?02/452- 
3585),  Beverly  C.  Smith,  Manager-Applications  (202/452-3946), 
Diane  Jackins,  Senior  Review  Examiner  (202/452-3946),  Division  of 
Consumer  and  Community  Affairs,  Board  of  Governors  of  the  Federal 
Reserve  System.   For  the  hearing  impaired  only.  Telecommunication 
Device  for  the  Deaf  (TDD) ,  Dorothea  Thompson  (202/452-3544) , 
Board  of  Governors  of  the  Federal  Reserve  System,  20th  and  C 
Streets,  NW.,  Washington,  DC  20551. 

OCC:   Cindy  L.  Hausch- Booth,  Licensing  Policy  and  Systems 
Analyst,  Banlc  Organization  and  Structure  Division  (202/874-5060) , 
Sue  Auerbach,  Senior  Attorney,  Corporate  Organization  and 
Resolutions  Division  (202/874-5300),  Letty  Ann  Shapiro,  Community 
Development  Specialist,  Community  Development  Division  (202/874- 
4930) ,  Office  of  the  Comptroller  of  the  Currency. 
FDIC:   Robert  F.  Miailovich,  Associate  Director,  Division  of 
Supervision  (202/898-6918) ,  Curtis  L.  Vaughn,  Examination 
Specialist,  Division  of  Supervision  (202/898-6759,  Joseph  A. 
DiNuzzo,  Senior  Attorney,  Legal  Division  (202/898-7349). 
OTS:   Larry  Clar)c,  Program  Manager,  Compliance  and  Trust 
(202/906-5628) ,  Supervision  Policy;  Kevin  A.  Corcoran,  Assistant 
Chief  Counsel,  Corporate  and  Securities  Division  (202/906-6962), 
Chief  Counsel's  Office;  Jackie  Durham,  Project  Manager,  Corporate 
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Analysis  (202/906-6712)  Supervisory  Operations,  Office  of  Thrift 
Supervision,  1700  G  Street,  NW. ,  Washington,  DC  20552. 
SOPPLEKENTARY  INFORMATION: 
Background  Information  ,  * 

Section  228  of  the  Federal  Deposit  Insurance 
Corporation  In^jrovement  Act  of  1991  (Pub.  L.  102-242,  105  Stat. 
2236)  (FDICIA)  added  a  new  Section  42  Co  the  Federal  Deposit 
Insurance  Act  (FDI  Act) .-'  Section  42  took  effect  upon  enactment 
of  FDICIA  on  December  19,  1991.   The  law  requires  each  insured 
depository  institution  to  give  90  days  prior  written  notice  of 
any  branch  closing  to  its  primary  federal  regulator  and  to  branch 
customers,  to  post  a  notice  at  the  branch  site  at  least  30  days 
prior  to  closing,  and  to  develop  a  policy  with  respect  to  branch 
closings.  The  notice  to  the  regulator  must  include  a  detailed 
statement  of  the  reasons  for  the  decision  to  close  the  branch  ajid 
Information  in  support  of  those  reasons. 

The  Board  of  Governors  (57  FR  46168,  October  7,  1992), 
OCC  (57  FR  40249,  September  2,  1992),  FDIC  (57  FR  47657,  October 
19,  1992),  and  OTS  (57  FR  44226,  September  24,  1992)  each 
proposed  for  comment  a  policy  statement  interpreting  section  42. 
The  agencies  worked  together  in  preparing  their  proposed  policy 
statements,  and   the  statements  were  therefore. substantially 


^'  Due  to  an  error  in  drafting,  both  section  228  euid  section 
132  of  FDICIA  added  a  new  section  39  to  the  FDI  Act.   The  section 
39  of  the  FDI  Act  added  by  section  228  of  FDICIA  was  redesignated 
as  section  42  of  the  FDI  Act  by  section  1602  of  the  Housing  and 
Community  Development  Act  of  1992,  106  Stat.  3672,  amd  is 
codified  at  12  U.S.C.  1831r-l. 
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similar.   Although  each  of  the  agencies  issued  a  separate  Federal 
Register  notice  on  its  proposed  policy  statement,  the  final 
policy  statement  is  a  joint  document. 
Summary  of  Final  Policy  Statement 

The  agencies  are  issuing  a  joint  final  policy  statement 
to  provide  guidaince  to  institutions  in  complying  with  section  42 
of  the  FDI  Act.   Similar  to  the  agencies'  proposals,  the  policy 
statement  defines  a  breinch  for  purposes  of  section  42,  clarifies 
what  constitutes  a  branch  closing,  and  provides  guidance  to 
institutions  in  identifying  customers  to  be  notified  in  the  event 
of  a  branch  closing. 
Summary  of  Comments 

The  agencies  received  a  combined  total  of  129  comment 
letters  on  the  proposed  policy  statements.^  Forty-nine  letters 
were  from  FDIC- insured  banks  and  savings  associations,  39  from 
bank  eind  thrift  holding  companies,  32  from  bank  and  thrift 
industry  trade  groups,  four  from  state  baink  supervisors,  two  from 
a  trade  group  for  state  hank   supervisors,  one  from  another 
federal  agency,  one  from  a  city  government,  cind  one  from  an 
individual.   Overall,  the  comments  supported  the  proposed  policy 
statement  and  the  agencies'  efforts  to  implement  the  branch 
closing  statute  with  the  least  possible  burden  on  the  bemking 
industry. 


^  In  meiny  situations  persons  provided  the  same  written 
comment  to  more  than  one  of  the  agencies.  This  total  includes 
all  comments  received  by  all  the  agencies,  including  the  same 
comment (s)  provided  by  one  person  to  more  than  one  agency. 
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The  majority  of  the  comments  focused  on  four  areas 
about  which  the  agencies  had  sought  specific  comment:   the  proper 
definition  of  "branch"  under  section  42,  particularly  on  whether 
an  automatic  teller  machine,  remote  seirvice  facility,  or 
customer-bank  communications  terminal  {collectively,  an  "ATM") 
constitutes  a  branch;  whether  relocations  should  be  considered 
branch  closings  for  purposes  of  section  42;  whether  an   acquiring 
institution's  decision  not  to  purchase  a  branch  from  the  FDIC  or 
Resolution  Trust  Corporation  after  temporary  operation  of  such 
bremch  during  am   option  period  should  constitute  a  branch  closing 
under  section  42;  and  how  customers  of  a  branch  should  be 
identified.  A  description  of  the  comments  is  included  in  the 
discussion  of  these  areas  below. 
Discussion 

1.   Definition  of  "branch" 

The  majority  of  comments  received  by  the  agencies 
focused  on  whether  ATMs  should  be  deemed  outside  the  scope  of  the 
bramch  closing  statute.   Each  of  these  comments  opposed 
subjecting  the  closing  of  ATMs  to  the  requirements  of  section  42. 
Commenters  argued  that  Congress  could  not  have  intended  to 
require  notice  of  the  closing  of  ATMs  because  ATM  closings  do  not 
have  an  adverse  effect  on  the  community;  morieover,  commenters 
argued,  coverage  of  ATMs  would  discourage  institutions  from 
locating  ATMs  in  lower  income  areas  on  an  experimental  basis. 
Commenters  also  stated  that  providing  notices  for  ATMs  would  be 
difficult,  as  ATMs  are  frequently  located  in  areas,  such  as 
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grocery  stores,  over  which  an  institution  has  no  control;  thus, 
commenters  argued  that  if  the  ovmer  of  the  property  were  to  order 
the  ATM  closed,  the  institution  would  be  unable  to  comply  with 
section  42 . 

Several  commenters  noted  that  section  42  provides  for 
inclusion  of  a  notice  in  "regular  account  statements  mailed  to 
customers  of  the  brcuich  proposed  to  be  closed."  Assuming  that 
each  person  is  the  customer  of  one  bramch,  these  commenters 
argued  that  the  requirement  of  section  42  that  notices  be  mailed 
to  the  customers  of  the  branch  to  be  closed  could  not  have  been 
meant  to  include  ATMs  within  the  definition  of  branch,  since 
customer  accounts  are  not  assigned  to  ATMs.   If,  on  the  other 
hand,  anyone  who  uses  an  ATM  is  to  be  considered  a  "customer"  of 
the  ATM,  commenters  noted  that  the  bank  would  be  required  to 
notify  persons  who  were  not  even  customers  of  the  bank,  but  had 
merely  used  the  ATM. 

Other  commenters  provided  a  further  reason  why  an 
interpretation  of  branch  that  excludes  ATMs  would  better  reflect 
the  statutory  intent.   If  ATMs  were  included  within  the 
definition  of  branch,  then  converting  a  full  service  brick-and- 
mortar  branch  to  an  ATM,  and  thereby  depriving  the  neighborhood 
of  significant  banking  services,  would  not  constitute  a  branch 
closing,  since  there  would  continue  to  be  a  "branch."  If  ATMs 
were  not  considered  branches,  such  an  action  would  constitute  a 
branch  closing  and  section  42  would  apply. 
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As  to  what  definition  of  "branch"  should  be  used,  one 
commenter  stated  that  the  common  meaning  of  "branch"  is  an  office 
where  en^loyeea  of  the  bank  may  be  found  2md  baulking  business  is 
handled  by  a  natural  person.   Several  commenters  noted  that  by 
using  the  phrase  "premises  of  the  branch"  in  requiring  a  posted 
notice.  Congress  clearly  intended  to  cover  only  traditional 
brick-smd-mortar  branches,  that  is,  those  with  premises.  As  one 
commenter  noted,  the  dictionary  definition  of  "premises"  defines 
the  term  as  "a  tract  of  land  with  building  thereon  or  as  a 
building  or  a  part  of  a  building  usually  with  its  appurtenances 
(as  grounds)."  The  commenter  argued  that  an  ATM  is  a  fixture, 
and  not  a  building.  Along  similar  lines,  a  trade  group 
recommended  defining  a  branch  as  a  detached,  full-service 
facility  staffed  by  employees. 

The  agencies  have  concluded  that  the  appropriate 
definition  of  "branch"  for  purposes  of  section  42  is  a 
traditional  brick-and-mortar  branch,  and.   auiy  similar  banking 
facility,  at  which  deposits  are  received  or  checks  paid  or  money 
lent.   Thus,  for  example,  notice  pursuamt  to  section  42  would  not 
be  required  for  the  closing'  of  an  ATM  or  ten^orary  bramch. 
Institutions  that  are  in  doubt  about  the  coverage  of  a  particular 
closing  should  consult  the  appropriate  Federal  beuaking  agency. 

The  agencies  believe  that  this  interpretation  is 
consistent  with  the  intent  and   plain  lamguage  of  section  42.   In 
enacting  section  42,  Congress  appears  to  have  been  interested  in 
protecting  customers  from  the  loss  of  full  service  facilities. 


336 


-   8 
See  S.  Rep.  102-167,  I02d  Cong.,  1st  Sess.  113  (1991)  ("The 
threat  of  a  brauach  closure  is  particularly  common  euid  pronounced 
in  under- served,  lower- income  neighborhoods.   Without  full 
banking  services,  it  ,is  difficult  for  a  community  to  attract  new 
business  cuid  economic  activity.*) 

An  interpretation  of  "branch"  as  including  only 
traditional  brick-eind-mortar  branches  excludes  temporary  branches 
emd  ATMs  and  thereby  avoids  problems  with  a  broader  definition 
that  could  not  have  been  intended  by  Congress.   For  exan^ile,  if 
ten^orary  bremches  were  to  be  included  within  the  definition  of 
"branch, "  costly  notifications  that  serve  no  purpose  would  be 
required.   As  one  commenter  pointed  out,  cui  institution  that 
established  a  teirporary  bremch  at  a  fair,  convention,  college 
registration  or  similar  event  would  be  required  to  remain  at  the 
(possibly  vaceint)  site  for  90  days  after  the  event  ended.   In  the 
case  of  such  facilities,  it  is  obvious  to  the  institution's 
customers  that  the  facility  is  ten^jorary.   No  customer  is  likely 
to  be  surprised  by  the  disappearemce  of  such  facilities,  and 
Congress  could  not  have  intended  to  require  a  90  day  notice  for 
institutions  that  were  never  to  be  open  for  90  days. 

As  noted  in  the  comments,  ATMs  also  present  problems 
with  an  expansive  definition,  as  those  who  use  ATMs   frequently  do 
not  beuik  with  the  institution  that  operates  the  ATM. 
Furthermore,  the  agencies  are  particularly  concerned  that  under 
an  interpretation  that  included  ATMs  within  the  definition  of 
"branch, "  am  institution  could  downgrade  a  brick- and-mortar 
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bramch  to  an  ATM  and  not  have  closed  a  branch  for  purposes  of 
section  42.   Such  a  result  would  appear  to  be. at  odds  with  the  ■-. 
purpose  of  section  42 ,  .  ^■ 

Interpreting  section  42  to  cover  traditional  brick-and- 
mortar  branches  is  also  consistent  with  the  j>lain  language  of 
section  42.  As  noted  by  the  cpranenters ,  the  term  'branch*  is 
undefined  in  section  42,  amd  is  not  defined  elsewhere  in  the  FDI 
Act.  Although  section  3  (o)  of  the  FDI  Act  does  define  the  term 
■dcxnestic  branch,  '^   Congress  chose  not  to  use  that  terpi  in 
section  42.-  An  indication  of  Congressional  intent  in -the 
leuiguage  of  section  42  can  be  found  in  section  42(b)  (2)  (A),  which 
requires  the  posting  of  a  notice  on  'the  premises  of  .the  branch', 
to  be  closed."  Thus,  for  purposes  of  section  42.,  a  branch  is 
something  that  has  'premises."  As  noted  by  .the  commenters, 
premise  is  defined  for  this,  purpose  as  'a  tract,  of  .land  with  the 


*'  Section  3 (2). of  the  FDI  Act  states. that  a  'domestic 
branch"  includes  "any  branch  bank,  breuich  office,  branch  agency, 
additional  office,  or  amy  branch  place  of  business  located  in  any. 
State  of  the  United  States  or  in  ciny  Territory  of  the  United 
States,.  Puerto  Rico,  Guam,  American.  Samoa,  the  Trust  Territory  of 
the  Pacific  Islands,  or  the  Virgin  Islands  at  which  deposits  are 
received  .or  checks  paic^  or  money  lent.,"  -  12  U.S.C.  1813  (o) .  :.- •  . . 

**.  This  is  in  contrast  toat  least  one-  other  provision  -of ; 
the  FDI  Act  where  Congress  used  the  term  "domestic  brsuich"  in 
requiring  FDIC  approval  for  qertetin  .applications,  12  U.S. C',    -.. 
1628 (d) .   Although  the  proposed  policy  statements  of  the  Board  of 
GovemorsL,  the  OCC  and  the  FpiC  proposed  that  the  definition  of 
'domestic  brauich'  be  used  as  the  definition  of  'branch'  in 
section  42, 'the  agencies  believe  .that  .it  is  , -more  .in  keeping  with 
the  language  and  legislative  intent  of  the  statute  to  use  the 
foregoing  definition  of  branch  to  inclement  the  requirements  of 

section  42.  ...  ..  , .«   =   ■  .  .t   ..    -  -  ■ 

^4  ...  -       -,...,.-..■- 
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buildings  thereon. "2'  The  use  of  this  term  indicates  that' in 
using  the  term  "branch, "  Congress  intended  section  42  to  apply  to 
traditional  brick-and-mortar  branches  --  those  that  have    '' 
"premises. " 

■  2.   Relocations  ■   '  '• 

■  The  "regulations  of  the  Board  of  "Governors  and  OTS  each 
provide  that  an  institution  that  proposes  to  relocate  a  br^ch  or 
main  office  only  a  short  distance'  need  not  sv±imit  ein  application 
seeking  approval  of  the  relocation.'  The-  two  agencies' 
regulations  and  standards  differ,  but  both' rely  on  some 
consideration  of  the  distance  of  the  move.   See  12  CFR  208.-9  - 
(Board)';  12  CFR  545.95  (OTS).'      ■    '-  :       -     ■■    : 

-   On  the  other  haind,  neither  the  FDIC  nor  the  OCC  has  a 
short -distance  exception  to  its  appliCeftion  requirements  for 
branch  relocation  applications.   As  discussed  in' -the  proposals, 
section  18  (d)  of  the  FDI  Act  requires  state  nonmember  bemks  to 
obtain  FDIC  approval  before  relocating  a  branch.   Section  36  of 
the  National  Bank  Act  requires  OCC  approval  before  a  national 
bank  relocates  a^  branch. 

In  their  notices,  the  agencies  proposed  that  a  short- 
disteunce  relocation  not  be  considered  a  branch  closing  for 
purposes  of  section  42 .   All  the  comments  'received  on  the  issue 
agreed  that  branch  relocations  should  be  deemed  outside  the  scope 
of  the  branch  closing  statute.   Several  persons  commentedjthat 
relocations  ^n  the  same  service  area  or  community  should  not  be 


See  Webster's  Ninth  New  Collegiate  Dictionary  928  (1988) 
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considered  to  be  a  closing.   Comments  received  by  the  OCC  and 
FDIC  noted  that  those  agencies'  existing  application  and  notice 
requirements  for  breuich  relocations  satisfy  the  underlying 
purpose  of  the  brsmgh  closing  statute  and  argued  that  deeming  the 
breinch  closing  notice  requirements  to  apply  to  brsmch  relocations 
would  be  redundant  with  the  requirements  of  existing  law  and 
regulations . 

The  final  policy  statement  contains  a  common  method  of 
determining  if  a  "relocation"  has  occurred  for  purposes  of 
section  42  emd  makes  clear  that  a  relocation  does  not  constitute 
a  branch  closing.  A  relocation  is  distinguished  from  the 
contemporaneous  closing  of  one  branch  and  opening  of  euiother. 
Under  the  policy  statement  a  relocation  has  occurred  if  the  new 
brainch  and  the  closed  branch  are  within  the  saune  immediate 
neighborhood  cind  the  nature  of  the  business  amd  the  customers 
served  by  the  branch  are  substantially  unaffected  by  the  move.- 
Generally,  relocations  will  be  found  to  have  occurred  only  when 
short  disteuices  are  involved:   for  exan^le,  moves  across  the 
street,  around  the  comer,  or  a  block  or  two  away.  Moves  of  less 
than  1000  feet  will  generally  be  considered  to  be  relocations. 
In  less  densely  populated  areas,  where  "neighborhoods"  extend 
farther  and  a  longer  move  would  not  substantially  affect  the 
nature  of  the  business  or  the  customers  served  by  the  branch,  a 
relocation  may  occur  over  significantly  longer  distamces. 
Institutions  that  are  in  doubt  aibout  whether  a  relocation  or 
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closing  has  occurred  should  consult  the  appropriate  federal 
banking  agency. 

The  agencies  have  also  concluded  that  a  consolidation 
of  branches  can  be  treated  as  a  relocation,  as "opposed  to  a 
branch  closing,  for  purposes  of  section  42.   Consolidation  can  be 
expected  to  occur  after  a  merger,  where  the  acquiring  institution 
and  the  institution  being  acquired  maintained  branches  a  short 
distance  apart. 

The  agencies  believe  that  if  a  consolidation  of 
branches  meets  the  test  for  relocation,  then  the  branch  may  be 
treated  as  having  been  relocated  rather  than  closed  for  purposes 
of  section  42.  The  agencies  believe  that  customers  have  not  been 
deprived  of  banking  services  in  these  situations.   One  commenter 
noted  that  such  a  consolidation  would  not  affect  the  nature  of 
the  business  or  the  customers  served.   Moreover,  as  another 
commenter  noted,  such  an  interpretation  would  avoid  penalizing  am 
institution  for  eliminating  a  costly  duplication  of  services. 

One  COTtttnenter  suggested  that  the  agencies  review  branch 
relocations  for  Institutions  with  less  than  satisfactory  CRA 
ratings,  and  two  commenters  suggested  that  branch  closings  be 
subject  to  an  application  process  with  an   opportunity  for  public 
comment.   The  agencies  do  not  believe  such  review  or  comment  is 
required  by  section  42. 

3.   Occupation  of  branch  during  an  option  period 

Section  42  applies  only  to  branch  closings  by  insured 
depository  institutions.  The  agencies  stated  in  their  proposed 
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policy  statements  that  when  an  acquiring  institution  declines  to 
exercise  an  option  to  purchase  a  bremch  and  that  branch  is 
subsequently-  closed,  the  closing  is,  in  effect,  attributable  to 
the  FDIC  or  RTC  acting  as  receiver  eind  not  to  -the  institution. 
Thus,  thd  agencies'  proposed  policy  statements  provided  that 
declining  to  exercise  an  option  to  purchase  a  branch  from  the 
government  during  an  option  period  does  not  constitute  a  branch 
closing,  and  this  position  is  unchanged  in  the  final  policy 
statement.** 

The  agencies  received  36  comments  on  whether  the 
section  42  requirements  should  apply  in  this  context.   All 
supported  the  agencies'  position  that  branch  closing  provisions 
should  not  apply  in  such  situations  involving  failed  depository 
institutions. 

One  issue  regeirding  the  mechanics  of  such  options  was 
raised  by  two  commenters  that  had  recently  experienced  mergers. 
They  criticized  the  proposal  because  it  only  allowed  the 
institution  to  remain  in  the  branch  during  the  option  period, 
which  they  said  was  generally  30  to  90  days.   These  commenters 
pointed  out  that  contracts  with  the  FDIC  euid  RTC  allow  the 
acquiring  institution  to  remain  in  the  branch  for  a  period  of 
time  after  the  option  period;  this  extra  time  allows  an 


-   Pursuant  to  a  typical  acquisition  agreement  with  the  FDIC 
or  RTC,  the  acquirer  of  a  failed  institution  may  ten5>orarily 
operate  one  or  more  brauiches  of  the  failed  institution  during  the 
acquirer's  option  period  --  that  is,  during  the  period  the 
acquirer  has  to  decide  whether  it  will  purchase  or  lease  the 
branch.   (Typically,  option  periods  under  FDIC  and  RTC  contracts 
range  between  90  eind  180  days.) 
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lastltutlon  that  decides  not  to  acquire  a  branch  to  wind  dovm  Its 
operations  In  an  orderly  way.   This  occupancy  period  generally 
lasts  for  180  days.  The  joint  final  policy  statement  provides 
that  an  acquiring  Institution  that  occupies  "but  declines  to 
exercise  an  option  to  purchase  a  branch  may  remain  in  the  branch 
during  the  occupancy  period  prescribed  by  the  RTC  or  FDIC  in 
connection  with  the  option,  up  to  a  maximum  of  180  days  from  the 
date  of  the  failure  of  the  beuik  or  the  expiration  of  the  option 
period,  whichever  is  later,  without  triggering  the  notice 
requirements  in  section  42. 

One  commenter  argued  that  section  42  should  not  apply 
to  the  closing  of  a  branch  after  the  sale  of  a  bank  under  a 
divestiture  order  Issued  by  an   agency  pursuant  to  the  prompt 
corrective  action  regime  of  section  38  of  the  FDI  Act.  The 
commenter  felt  that  the  delay  in  closing  occasioned  by  section  42 
could  jeopardize  the  transaction.   Another  commenter  asked  that 
the  agencies  not  apply  section  42  when  am  institution  acquires  a 
bank  in  government  conservatorship  and  closes  branches  in 
connection  with  the  tramsaction.   However,  the  agencies  believe 
that  because,  in  these  cases,  an  insured  depository  institution 
and  not  the  government  (in  its  role  as  receiver  of  a  failed 
Institution)  is  closing  the  branches,  the- closing  is  attributable 
to  the  institution,  and   the  agencies  do  not  have  the  authority  to 
relieve  the  closing  institution  of  its  obligations  under  section 
42. 
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policy  statements  that  when  ein  acquiring  institution  declines  to 
exercise  an  option  to  purchase  a  branch  and  that  branch  is 
subsequently-  closed,  the  closing  is,  in  effect,  attributable  to 
the  FDIC  or  RTC  acting  as  receiver  emd  not  to  J:he  institution. 
Thus,  thd  agencies'  proposed  policy  statements  provided  that 
declining  to  exercise  an  option  to  purchase  a  branch  from  the 
government  during  an  option  period  does  not  constitute  a  brainch 
closing,  and  this  position  is  uncheuiged  in  the  final  policy 
statement. - 

The  agencies  received  36  comments  on  whether  the 
section  42  requirements  should  apply  in  this  context.  All 
supported  the  agencies'  position  that  branch  closing  provisions 
should  not  apply  in  such  situations  involving  failed  depository 
institutions. 

One  issue  regarding  the  mechcinics  of  such  options  was 
raised  by  two  commenters  that  had  recently  experienced  mergers. 
They  criticized  the  proposal  because  it  only  allowed  the 
institution  to  remain  in  the  branch  during  the  option  period, 
which  they  said  was  generally  30  to  90  days.   These  commenters 
pointed  out  that  contracts  with  the  FDIC  and  RTC  allow  the 
acquiring  institution  to  remain  in  the  branch  for  a  period  of 
time  after  the  option  period;  this  extra  time  allows  an 


**  Pursuant  to  a  typical  acquisition  agreement  with  the  FDIC 
or  RTC,  the  acquirer  of  a  failed  institution  may  temporarily 
operate  one  or  more  branches  of  the  failed  institution  during  the 
acquirer's  option  period  --  that  is,  during  the  period  the 
acquirer  has  to  decide  whether  it  will  purchase  or  lease  the 
branch.   (Typically,  option  periods  under  FDIC  and  RTC  contracts 
range  between  90  and  180  days.) 
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institution  that  decides  not  to  acquire  a  branch  to  wind  down  its 
operations  in  an  orderly  way.   This  occupancy  period  generally 
lasts  for  180  days.  The  joint  final  policy  statement  provides 
that  an  acquiring  institution  that  occupies  but  declines  to 
exercise  an  option  to  purchase  a  branch  may  remain  in  the  branch 
during  the  occupancy  period  prescribed  by  the  RTC  or  FDIC  in 
connection  with  the  option,  up  to  a  maximum  of  180  days  from  the 
date  of  the  failure  of  the  bouik  or  the  expiration  of  the  option 
period,  whichever  is  later,  without  triggering  the  notice 
requirements  in  section  42 . 

One  commenter  argued  that  section  42  should  not  apply 
to  the  closing  of  a  branch  after  the  sale  of  a  bank  under  a 
divestiture  order  issued  by  an  agency  pursuant  to  the  prompt 
corrective  action  regime  of  section  38  of  the  FDI  Act.   The 
commenter  felt  that  the  delay  in  closing  occasioned  by  section  42 
could  jeopardize  the  transaction.   Another  commenter  asked  that 
the  agencies  not  apply  section  42  when  sua  institution  acquires  a 
bank  in  government  conservatorship  and  closes  branches  in 
connection  with  the  transaction.   However,  the  agencies  believe 
that  because,  in  these  cases,  an  insured  depository  institution 
omd  not  the  government  (in  its  role  as  receiver  of  a  failed 
institution)  is  closing  the  branches,  the  closing  is  attributable 
to  the  institution,  amd  the  agencies  do  not  have  the  authority  to 
relieve  the  closing  institution  of  its  obligations  under  section 
42. 
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The  agencies  also  believe  that  brainches  closed  in 
connection  with  transactions  involving  failing  institutions 
(including  expedited  mergers)  are  not  attributable  to  the 
government.   Thus,  the  exception  explained  above  for  branch 
closings  in  the  context  of  a  failed  institution  cannot  be  used  in 
the  failing  institution  context.  The  fact  that  a  consolidation 
of  branches  over  a  short  distcuice  may  be  found  to  be  a  relocation 
emd  not  a  branch  closing,  however,  should  reduce  regulatory 
burden  with  regard  to  failing  institution  transactions.   That  is, 
acquiring  institutions  may  consolidate  existing  branches  with 
branches  acquired  from  the  failing  institution  without  having  to 
comply  with  the  requirements  of  section  42  as  long  as  the 
consolidation  meets  the  test  for  a  relocation  set  forth  in  the 
policy  statement. 

4.   Determining  customers  of  a  branch 
The  commenters  generally  supported  the  agencies' 
proposal  to  permit  each  institution  to  identify  a  given  bremch's 
customers  based  on  a  good  faith  system  of  allocating  customers 
among  branches,  and  to  indicate  that  one  reasonaible  means  of 
allocating  customers  is  by  where  they  opened  their  deposit  or 
locui  accounts.   One  commenter  noted  that  beinks  have  historically 
determined  each  branch's  customer  base  by  the  accounts  opened  at 
the  office.   The  final  policy  statement  continues  to  allow  each 
institution  to  allocate  customers  in  a  reasonable  way,  and 
further  clarifies  that,  in  certain  cases,  such  an  allocation  may 
result  in  a  branch  not  having  any  customers  to  notify  in  the 
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event  of  a  closing.   In  that  event,  only  the  notice  to  the 
appropriate  agency  and  the  posting  of  a  notice  on  the  premises 
would  be  required. 

A  few  cotnmenters  sought  further  guidance  in  this  area, 
but  the  agencies  believe  that  each  institution  should  be 
responsible  for  Identifying  customers. 

5.  Branch  closings  as  a  result  of  merger, 
consolidation,  or  other  form  of  acquisition 

The  agencies  proposed  that  either  party  to  a 

transaction  such  as  a  merger  or  consolidation  could  provide  the 

notices  required  by  section  42 .   Several  commenters  questioned 

who  would  be  responsible  if  no  notice  were  given.  To  avoid 

confusion  cmd  a  resultant  failure  to  provide  the  required  notice, 

the  final  policy  statement  clarifies  that  the  acquiring  or 

resulting  institution  is  ultimately  responsible  for  ensuring  that 

the  required  notices  are  given. 

6.  Regulatory  burden 

Several  letters  complained  about  the  financial  and 
other  con^liance  burdens  imposed  upon  depository  institutions  by 
the  requirements  of  section  42 .   The  agencies  are  very 
syn^athetic  to  this  concern  and,  thus,  have  atten^ted  to  produce 
a  policy  statement  that  is  consistent  with  the  intent  of  the 
branch  closing  statute  and  minimizes  burden  to-  the  industry.  The 
agencies  note  that  depository  institutions  are  bound  to  con^ly 
with  the  explicit  requirements  of  section  42. 
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The  agencies  also  believe  that  branches  closed  in 
connection  with  transactions  involving  failing  institutions 
(including  expedited  mergers)  are  not  attributable  to  the 
government.   Thus,  the  exception  explained  cibbve  for  bramch 
closings  in  the  context  of  a  failed  institution  cannot  be  used  in 
the  failing  institution  context.  The  fact  that  a  consolidation 
of  branches  over  a  short  distance  may  be  found  to  be  a  relocation 
cuid  not  a  branch  closing,  however,  should  reduce  regulatory 
burden  with  regard  to  falling  institution  transactions.   That  is, 
acquiring  institutions  may  consolidate  existing  branches  with 
branches  acquired  from  the  falling  institution  without  having  to 
comply  with  the  requirements  of  section  42  as  long  as  the 
consolidation  meets  the  test  for  a  relocation  set  forth  in  the 
policy  statement. 

4.   Determining  customers  of  a  branch 
The  commenters  generally  supported  the  agencies' 
proposal  to  permit  each  institution  to  identify  a  given  brcmch's 
customers  based  on  a  good  faith  system  of  allocating  customers 
among  branches,  and   to  indicate  that  one  reasonable  means  of 
allocating  customers  Is  by  where  they  opened  their  deposit  or 
loan  accounts.   One  commenter  noted  that  banks  have  historically 
determined  each  branch's  customer  base  by  the  accounts  opened  at 
the  office.   The  final  policy  statement  continues  to  allow  each 
institution  to  allocate  customers  in  a  reasonaible  way,  euid 
further  clarifies  that.  In  certain  cases,  such  cm  allocation  may 
result  In  a  brsmch  not  having  cuiy  customers  to  notify  in  the 
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event  of  a  closing.   In  that  event,  only  the  notice  to  the 
appropriate  agency  and  the  posting  of  a  notice  on  the  premises 
would  be  required. 

A  few  coiranenters  sought  further  guidance  in  this  area, 
but  the  agencies  believe  that  each  institution  should  be 
responsible  for  identifying  customers. 

5.  Branch  closings  as  a  result  of  merger, 
consolidation,  or  other  form  of  acquisition 

The  agencies  proposed  that  either  party  to  -a 

transaction  such  as  a  merger  or  consolidation  could  provide  the 

notices  required  by  section  42.  Several  commentets  questioned 

who  would  be  responsible  if  no  notice  were  given.   To  avoid 

confusion  and  a  resultamt  failure  to  provide  the  required  notice, 

the  final  policy  statement  clarifies  that  the  acquiring  or 

resulting  institution  is  ultimately  responsible  for  ensuring  that 

the  required  notices  are  given. 

6.  Regulatory  burden 

Several  letters  complained  about  the  financial  auid 
other  complieuice  burdens  in^osed  upon  depository  institutions  by 
the  requirements  of  section  42.  The  agencies  are  very 
syn^athetic  to  this  concern  and,  thus,  have  attenpted  to  produce 
a  policy  statement  that  is  consistent  with  the  intent  of  the 
branch  closing  statute  and  minimizes  burden  to  the  industry.  The 
agencies  note  that  depository  institutions  are  bound  to  comply 
with  the  explicit  requirements  of  section  42. 
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7.    Interruption  of  service 

The  agencies  proposed  that  Section  42  would  not  apply 
to  cm  interruption  of  service  caused  by  em  event  beyond  the 
institution's  control  (e.g.,  natural  catastrophe),  unless  the 
institution  closed  or  did  not  reopen  the  branch  following  the 
incident.  A  few  commenters  argued  that  the  posting  of  the  notice 
in  cases  where  the  bicmch  would  not  reopen  could  mean  -  -  and 
%«ould  have  meant  in  the  ceise  of  branches  destroyed  by  Hurricane 
Andrew  --  that  an  institution  woxild  have  to  post  a  notice  amid  a 
pile  of  rubble.  The  agencies  believe  that  the  notice  should  be 
posted  whenever  feasible,  but  acknowledge  that  there  will  be 
times  when  the  posting  on  the  premises  is  not  practical. 

Other  commenters  asked  that  the  agencies  find  a  broader 
range  of  causes  gf   branch  closing  to  be  beyond  an  institution's 
control  and  thus  not  requiring  a  notice  under  section  42. 
Specifically,  commenters  asked  that  the  loss  of  a  lease  be  found 
to  be  beyond  the  institution's  control.   The  agencies  have 
decided  not  to  expand  the  list  of  examples  of  what  constitutes  a 
condition  beyond  an  institution's  control.   The  agencies  believe 
that  the  terms  of  a  lease  are  a  factor  that  is  within  an 
institution's  control.-' 


^'  The  agencies  recognized  that  institutions  that  entered 
into  leases  prior  to  enactment  of  FDICIA  would  not  have  been  eible 
to  take  the  provisions  of  section  42  into  consideration,  and  the 
agencies  issued  interim  guidance. 
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8.  Relationship  to  state  law 

A  state  bankers  association  pointed  out  that  state  law 
may  require  breinch  closing  notices  and  policies,  and  asked  that 
the  agencies  determine  that  compliance  with- state  law  would 
satisfy  section  421   The  agencies  do  not  believe  that  it  is 
appropriate  to  emalyze  various  state  laws  for  this  purpose,  but 
the  agencies  have  amended  the  policy  statement  to  note:   (1)  if  a 
notice  provided  to  customers  pursuemt  to  state  law  contains  the 
information  required  by  section  42  and  is  provided  with  prior 
notice  that  is  consistent  with  the  requirements  of  section  42, 
then  a  second  notice  need  not  be  sent;  and  (2)  if  a  notice  sent 
to  a  state  supervisor  contains  the  information  required  by 
section  42  and  provides  prior  notice  that  is  consistent  with  the 
requirements  of  section  42,  then  the  institution  may  provide  a 
copy  of  that  notice  to  its  federal  regulator  in  lieu  of  a 
separate  notice.. 

9.  Reduction  of  services 

The  final  policy  statement  continues  to  provide  that  a 
chcuige  in  services  at  a  branch  will  not  be  considered  a  brainch 
closing  as  long  as  the  facility  continues  to  constitute  a  branch 
for  purposes  of  section  42.   In  this  context,  the  agencies  note 
that  a  brajich  that  reduces  its  services  to  that  of  an  ATM  would 
be  deemed  to  have  closed  the  branch  for  purposes  of  section  42. 
This  is  because,,  as  discussed  above,  for  purposes  of  the  branch 
closing  statutes  sin  ATM  Is  not  considered  a  branch. 
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10.   Branch  clogino  policy 

The  agencies'  proposals  differed  with  respect  to  their 
provisions  regarding  bremch  closing  policies.   The  OCC  eind  OTS 
included  in  their  proposed  policy  statements  a  list  of  items  that 
an  institution  might  want  to  consider  including  in  its  policy 
statement;  the  goal  *ras  to  provide  guidance  to  institutions  in 
adopting  their  policies.   The  Board  of  Governors  -^nd  the  FDIC  did 
not  include  such  a  list.   Because  section  42  does  not  prescribe 
the  contents  of  a  branch  closing  policy  «uid  does  not  delegate  to 
the  agencies  that  authority,  all  the  agencies  have  decided  to 
omit  emy  list  of  suggested  items.  .Thus,  the  final  policy 
statement  retains  the  requirement  of  a  trritten  policy  appropriate 
to  the  size  and.  needs  of  the  institution,  but  does  not  prescribe 
any  suggested  contents  of  that  policy.. 
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POLICY  STATEMENT  OF 

BOARD  OF  GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM, 

OFFICE  OF  THE  COMPTROLLER  OF  THE  CURRENCY, 

■  •         FEDERAL  DEPOSIT  INSURANCE  CORPORATION, 

AND  OFFICE  OF  THRIFT  SUPERVISION 

CONCERNING  BRANCH  CLOSING  NOTICES  AND  POLICIES 

Ptixp'ose         ■      . 

This  policy  statement  provides  guidance  to  insured 
depository  institutions  concerning  requirements  that  em 
institution  provide  prior  notice  of  any  branch  closing  and 
establish  internal  policies-  for  branch  closings. 
Background  ■    ' 

The  Federal  Deposit  Insurance  Corporation  Improvement 
Act  of  1991  (Pub.  L.  102-242,  105  Stat .  2236)  (FDICIA)  was 
enacted  om  December  19,  1991.   Section  228  of  the  FDICIA  adds  a 
new'  section  42  to  the  Federal  Deposit  Insureuice  Act  (FDI  Act)  (12 
U.S.C.  1831r-l)  that  in^oses  notice  requirements  on  insured 
depository  institutions  that  intend  to  close  bramches.*'  The 
provision  became  effective  on  December  19,  1991. 

The  law  requires  am  insured  depository  institution  to 
submit  a  notice  of  any  proposed  bramch  closing  to  the  appropriate 
Federal  banking  agency  no  later  than  90  days  prior  to  the  date  of 
the  proposed  brsmch  closing.   The  required  notice  must  include  a 
detailed  statement  of  the  reasons  for  the  decision  to  close  the 
brauich  and  statistical  or  other  information  in  support  of  such 
reasons . 


-     An  insured  depository  institution  means  any  bemk  or 
savings  association,  as  defined  in  Section  3  of  the  FDI  Act,  the 
deposits  of  which  are  insured  by  the  FDIC. 
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The  law  also  requires  an  insured  depository  institution 
to  notify  its  customers  of  the  proposed  closing.   The  institution 
must  mail  the  notice  to  the  customers  of  the  brahch  proposed  to 
be  closed  at  least  90  days  prior  to  the  proposed  closing.   The 
institution  also  must  post  a  notice  to  customers  in  a  conspicuous 
mcinner  on  the  premises  of  the  branch  proposed  to  be  closed  at 
least  30  days  prior  to  the  proposed  closing. 

Additionally,  the  law  requires  each  institution  to 
adopt  policies  regarding  closings  of  branches  of  the  institution. 
Applicability 

Section  42  applies  to  the  closing  of  a  "brsmch"  by  an 
insured  depository  institution.   The  agencies  consider  a  'branch* 
for  purposes  of  section  42  to  be  a  traditional  brick-and-mortar 
branch,  or  any  similar  banking  facility,  at  which  deposits  are 
received  or  checks  paid  or  money  lent.   Thus,  for  exanqile,  notice 
pursuant  to  section  42  would  not  be  required  for  the  closing  of 
an  ATM  or  temporary  branch.   Institutions  that  are  in  doubt  about 
the  coverage  of  a  particular  closing  should  consult  the 
appropriate  Federal  beinking  agency. 

An  institution  must  file  a  branch  closing  notice 
whenever  it  closes  a  branch,  including  when  the  closing  occurs  in 
the  context  of  a  merger,  consolidation  or  other  form  of 
acquisition.   Transactions  subject  to  expedited  approval  under 
the  Bank  Merger  Act  (12  U.S.C.  1828)  must  also  file  a  branch 
closing  notice.   The  responsibility  for  filing  the  notice  lies 
with  the  acquiring  or  resulting  institution,  but  either  party  to 
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such  a  transaction  may  give  the  notice.   Thus,  for  example,  the 
purchaser  may  give  the  notice  prior  to  consummation  of  the 
trauisaction  where  the  purchaser  intends  to  close  a  branch 
following  consummation,  or  the  seller  may  give  the  notice  because 
it  intends  to  close  a  bramch  at  or  prior  to  consummation.   In  the 
latter  exciii5)le,  if  the  treinsaction  were  to  close  aihead  of 
schedule,  the  purchaser,  if  authorized  by  the  appropriate  federal 
banking  agency,  could  operate  the  branch  to  con^lete  con^liauice 
with  the  90 -day  requirement  without  the  need  for  an   additional 
notice. 

The  law  does  not  apply  to  mergers,  consolidations,  or 
other  acquisitions,  including  brainch  sales,  that  do  not  result  in 
any  breuich  closings.   In  addition,  the  law  does  not  apply  where  a 
branch  is  relocated.   For  purposes  of  this  policy  statement,  a 
branch  relocation  is  a  movement  within  the  same  immediate 
neighborhood  that  does  not  substeuitially  affect  the  nature  of  the 
business  or  customers  served.  Generally,  relocations  will  be 
found  to  have  occurred  only  when  short  distsuices  are  involved: 
for  example,  moves  across  the  street,  around  the  comer,  or  a 
block  or  two  away.  Moves  of  less  them  1000  feet  will  generally 
be  considered  to  be  relocations.   In  less  densely  populated 
areas,  where  neighborhoods  extend  farther  and  a  long  move  would 
not  significantly  affect  the  nature  of  the  business  or  the 
customers  served  by  the  branch,  a  relocation  may  occur  over 
substantially  longer  distances.   Institutions  that  are  in  doubt 
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about  whether  a  relocation  or  closing  has  occurred  should  consult 
the  appropriate  Federal  banking  agency. 

Consolidations  of  branches  are  considered  relocations 
if  the  breinches  are  located  within  the  same  neighborhood  eind  the 
nature  of  the  business  or  customers  served  is  not'affected. 
Thus,  for  exan^jle,  a  consolidation  of  two  branches  on  the  same 
block  following  a  merger  would  not  constitute  a  branch  closing. 
The  same  steuidards  apply  to  consolidations  as  to  relocations. 

Changes  of  services  at  a  branch  are  not  considered  a 
brcuich  closing,  provided  that  the  remaining  facility  constitutes 
a  branch  (as  defined  herein) .- 

In  addition,  section  42  does  not  apply  when  a  branch 
ceases  operation  but  is  not  closed  by  an  institution.   Thus,  the  . 
law  does  not  apply  to: 

•       A  temporary  interruption  of  service  caused  by  an  event 

beyond  the  institution's  control  (£.3.,  a  natural 

catastrophe) ,    if  the  insured  depository  institution 

plans  to  restore  breinching  services  at  the  site  in  a 

timely  manner;^ 


**  The  agencies  note  that  where,  after  a  reduction  in 
services,  the  resulting  facility  no  longer  qualifies  as  a  branch, 
section  42  would  apply.   Thus,  notices  of  bremch  closing  would  be 
required  if  eua  institution  were  to  replace  a  traditional  brick- 
and- mortar  bremch  with  an  AIM. 

^     Section  42  would  apply,  however,  if  the  institution  were 
closed  or  did  not  reopen  the  breach  following  the  incident. 
Although  prior  notice  would  not  be  possible  in  such  a  case,  the 
institution  should  notify  the  customers  of  the  branch  «uid  the 
appropriate  federal  banking  agency  in  the  mcumer  specified  by 
section  42  to  the  extent  possible  and  as  soon  as  possible  after 
the  decision  to  close  the  bremch  has  been  made. 
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•  Transferring  back  to  the  FDIC  or  Resolution  Trust 
Corporation,  pursuant  to  the  terms  of  an  acquisition 
agreement,  a  breuich  of  a  failed  bank  or  savings 
association  operated  on  an  interim  basis  in  connection 
with  the  acquisition  of  all  or  part  of  a  failed  bank  or 
savings  association,  so  long  as  the  transfer  occurs 
within  the  option  period  or  within  an  occupcincy  period, 
not  to  exceed  180  days,  provided  in  the  agreement. 

Hotlce  o£  Branch  Closing  to  the  Agency 

The  law  retjuires  an  insured  depository  institution  to 
give  notice  of  any  proposed  bramch  closing  to  the  appropriate 
Federal  banJd.ng  agency  no  later  than  90  days  prior  to  the  date  of 
the  proposed  branch  closing.   The  required  notice  must  include 
the  following: 

•  identification  of  the  breuich  to  be  closed; 

•  •  the  proposed  date  of  closing; . 

•  a  detailed  statement  of  the  reasons  for  the  decision  to 
close  the  branch;  amd 

•  statistical  or  other  information  in  support  of  such 
reasons  consistent  with  the  institution's  written 
policy  for  branch  closings. 

If  an  institution  believes  certain  information  included 
in  the  notice  is  confidential  in  nature,  the  institution  should 
prepare  such  information  separately  and  request  confidential 
treatment.  The  agency  will  decide  whether  to  treat  such 
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information  confidentially  under  the  Freedom  of  Information  Act 
(5  U.S.C.  552) . 

If  a  notice  provided  to  a  state  supervisory  agency 
pursuant  to  state  law  contains  the  information  outlined  aJoove, 
then  the  institution  nay  provide  a  copy  of  that  notice  to  the 
appropriate  federal  banking  agency  in  satisfaction  of  section  42, 
provided  that  the  notice  is  filed  at  least  90  days  prior  to  the 
date  of  the  branch  closing. 
Hotice  o£  Branch  Closing  to  Customers 

The  law  rec[uires  an  insured  depository  institution  that 
proposes  to  close  a  branch  to  provide  notice  of  the  proposed 
closing  to  the  customers  of  the  branch.   A  customer  of  a  branch 
is  a  patron  of  an  institution  who  has  been  identified  with  a 
particular  breuich  by  such  institution  through  use,  in  good  faith, 
of  a  reasonable  method  for  allocating  customers  to  specific 
branches.  An  institution  Chat  allocates  customers  to  its 
breuiches  based  on  where  a  customer  opened  his  or  her  deposit  or 
loan  account  will  be  presiimed  to  have  reasonably  identified  each 
customer  of  a  branch.   The  agencies  recdgnize  that  use  of  this 
means  of  allocation,  and  perhaps  others,  may  result  in  certain 
bramches  not  being  assigned  any  customers,  but  believe  that  this 
result  is  permissible  so  long  as  the  means  of  allocation  is 
reasonable;  if  such  a  branch  is  closed,  then  notification  to  the 
appropriate  agency  and  posting  of  a  notice  on  the  branch  premises 
will  suffice.   Finally,  an  institution  need  not  change  its 
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recordkeeping  system  in  order  to  make  a  reasonable  determination 
of  who  is  a  customer  of  a  branch. 

Under  section  42,  an  institution  must  include  a 
customer  notice  at  least  90  days  in  advance  of  the  proposed 
closing  in  at  least  one  of  the  regular  account  statements  mailed 
to  customers,  or  in  a  separate  mailing.   If  the  branch  closing 
occurs  after  the  proposed  date  of  closing,  no  additional  notice 
is  required  to  be  mailed  to  customers  (or  provided  to  the 
appropriate  federal  bcuiking  agency)  if  the  institution  acted  in 
good  faith  in  projecting  the  date  for  closing  and  in  subsequently 
delaying  the  closing. 

The  mailed  customer  notice  should  state  the  location  of 
the  brcmch  to  be  closed  and  the  proposed  date  of  closing,  and 
either  identify  where  customers  may  obtain  service  following  the 
closing  date  or  provide  a  telephone  number  for  customers  to  call 
to  determine  such  alternative  sites.   If  a  notice  of  branch 
closing  provided  to  customers  pursueint  to  state  law  contains  this 
information,  then  a  separate  notice  need  not  be  sent,  provided 
that  the  notice  is  sent  at  least  90  days  prior  to  the  closing. 

Under  section  42,  an   institution  also  must  post  notice 
to  breuich  customers  in  a  conspicuous  maimer  on  the  branch 
premises  at  least  30  days  prior  to  the  proposed  closing.  This 
notice  should  state  the  proposed  date  of  closing  and  identify 
where  customers  may  obtain  service  following  that  date  or  provide 
a  telephone  number  for  customers  to  call  to  determine  such 
alternative  sites.  An  institution  may  revise  the  notice  to 
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extend  the  projected  date  of  closing  without  triggering  a  new  30- 
day  notice  period. 

In  some  situations,  an  institution,  in  its  discretion 
and  to  expedite  transactions,  may  mail  and  post  notices  to 
customers  of  a  proposed  branch  closing  that  is  contingent  upon  an 
event.   For  example,  in  the  case  of  a  proposed  merger  or 
acquisition,  an  institution  may  notify  customers  of  its  intent  to 
close  a  branch  upon  approval  by  the  appropriate  Federal  banking 
agency  of  the  proposed  merger  or  acquisition. 
Policies  for  branch  closings 

The  law  requires  all  insured  depository  institutions  to 
adopt  policies  for  branch  closings.   Each  institution  with  one  or 
more  branches  must  adopt  such  a  policy.   If  an   institution 
currently  has  no  branches,  it  must  adopt  a  policy  for  branch 
closing  before  it  establishes  its  first  branch.   The  policy 
should  be  in  writing  and  meet  the  size  and  needs  of  the 
institution. 

Each  branch  closing  policy  adopted  pursuant  to  section 
42  should  include  factors  for  determining  which  branch  to  close 
and  which  customers  to  notify,  and  procedures  for  providing  the 
notices  required  by  the  statute. 
Compliance 

As  part  of  each  Community  Reinvestment  Act  (CRA) 
examination,  the  Federal  bcinking  agencies  will  examine  for 
compliance  with  section  42  of  FDICIA  to  determine  whether  the 
institution  has  adopted  a  bramch  closing  policy  and  whether  the 
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institution  provided  the  required  notices  when  it  closed  a 
branch.   If  an  institution  fails  to  comply  with  section  42,  the 
appropriate  federal  banking  agency  may  make   adverse  findings  in 
the  CRA  evaluation  or  tcOce  appropriate  enforcement  action. 

By  order  of  the  Board  of  Governors  of  the  Federal 
Reserve  System. 


9/9/93 


Date 


(signed)     William  W.   Wiles 


William  W.    Wiles 
Secretary  of   the  Board 


9/8/93 


Date 


(signed)      Eugene  A.    Ludwlg 


Eugene  A.   Ludwig 
Comptroller  of  the  Currency 


8/10/93 


Date 


(signed)  Hoyle  L.  Robinson 


Hoyle  L.  Robinson 

Executive  Secretary 

Federal  Deposit  Insurance  Corporation 


8/11/93 


Date 


(signed)     Jonathan  L.Flechter 
Jonathan  L.    Fiechter 
Acting  Director 
Office  of  Thrift  Supervision 
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Comptroller  of  the  Currency 
Administrator  of  National  Banks 


Wastiington,  O.C.    20219 
January  7,    1994 


The  Honorable  Joseph  P.  Kennedy  II 

Chairman 

Subcommittee  on  Consumer  Credit  and  Insurance 

Committee  on  Banking,  Finance  and  Urban  Affairs 

U.S.  House  of  Representatives 

Washington,  D.  C.    20515 

Dear  Mr.  Chairman: 

I  am  responding  to  the  follow-up  questions  in  your  letter  of  November  16,  1993. 

As  you  know,  we  share  a  common  goal  of  wanting  to  improve  the  administration  of  the 
Community  Reinvestment  Act.    I  look  forward  to  working  with  you  toward  that  end. 

Sincerely, 


Eugene  A.  Ludwig 
Comptroller  of  the  Currency 
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RESPONSES  TO  QUESTIONS  FOR  THE  RECORD 

FROM  EUGENE  A.  LUDWIG 

COMPTROLLER  OF  THE  CURRENCY 

DECEMBER  4,  1993 


Q.l.  You  mention  in  your  testimony  that  many  witnesses  at  your  recent  CRA 

hearings  urged  that  CRA  be  expanded  to  other  Hnancial  intermediaries, 
including  insurance  companies  and  mortgage  banking  companies.  This  idea  has 
also  has  been  advanced  by  members  of  this  Subcommittee. 

What  are  your  views  on  a  broader  cross-section  of  financial  intermediaries  under 
CRA?  What  are  some  practical  ways  to  do  this?  Who  should  be  covered? 

A.l.  As  a  condition  of  their  charters,  national  banks  have  for  many  years  been  expected 

to  serve  the  convenience  and  needs  of  their  communities.  The  CRA,  enacted  in 
1977,  is  in  many  respects  an  extension  and  clarification  of  this  longstanding  statutory 
requirement.  The  CRA  provides  a  framework  within  which  depository  institutions 
and  community  groups  can  work  together  to  ensure  that  credit  and  other  banking 
services  are  available  to  underserved  communities.  Under  the  impetus  of  the  CRA, 
many  banks  and  thrifts  have  opened  new  branches,  provided  expanded  services,  and 
made  substantial  commitments  to  state  and  local  governments  or  community  groups 
to  increase  lending  to  all  segments  of  society.  However,  for  several  decades  banks' 
share  of  the  nation's  financial  assets  has  been  declining.  This  decline  accelerated 
sharply  in  the  1980s.  In  1980,  commercial  banks  held  37  percent  of  all  financial 
assets.  Savings  and  loans,  savings  banks,  and  credit  unions  held  an  additional  21 
percent,  bringing  the  total  of  all  deposit  intermediaries  to  58  percent.  By  1990,  the 
commercial  bank  share  had  dropped  to  32  percent,  and  the  total  for  all  deposit 
intermediaries  had  dropped  to  48  percent.  The  52  percent  not  accounted  for  in 
depository  institutions  is  not  represented  by  funds  buried  in  backyards  or  stuffed  into 
mattresses,  but  rather,  in  large  measure,  funds  placed  with  other  financial 
intermediaries. 

We  have  probably  reached  a  point  in  time  where  it  is  appropriate  to  review  and 
analyze  all  the  types  of  financial  intermediaries  operating  in  our  communities,  their 
legal  structures,  their  purposes,  products  offered  to  the  public,  benefits  derived  from 
the  communities  in  which  they  are  located,  etc.  Such  an  analysis  should  provide  the 
basis  for  determining  the  appropriateness  of  applying  CRA  or  CRA-like  requirements 
to  such  institutions.  As  of  yet,  however,  neither  the  OCC  nor  the  Administration 
have  formed  a  definitive  position  on  whether  CRA  or  CRA-like  obligations  should 
extend  to  non-depository  fmancial  instititutions. 
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Q.2.  In  your  view,  are  legislative  changes  needed  in  CRA,  or  can  necessary  reforms 

be  accomplished  administratively? 

A. 2.  I    believe    that   the    President's   CRA    refonn    initiative   can   be    accomplished 

administratively.  The  proposed,  joint  agency  regulation  was  released  by  the  White 
House  last  week  and  is  scheduled  for  publication  in  the  Federal  Register  (for  public 
comment)  on  December  21st.  In  addition,  OCC  staff  is  preparing  interim 
examination  procedures  and  revising  public  evaluation  report  content  to  replace 
burdensome  documentation  requirements  with  performance  based  standards. 
Specialized  training  for  our  compliance  cadre  will  begin  in  January,  1994.  This 
training  will  help  examiners  to  focus  on  the  performance  based  objectives  contained 
in  the  proposed  regulation. 

Q.3.  You  describe  new  procedures  you  have  developed  to  detect  mortgage  lending 

patterns  of  bias  using  HMD  A  data. 

As  you  know,  the  Equal  Credit  Opportunity  Act  prohibits  lending  bias  in  all 
types  of  lending.  Do  you  have  a  comparable  program  to  detect  patterns  of 
lending  bias  in  consumer  and  commercial  loans? 

A. 3.  The  initiatives  we  have  undertaken  to  date  have  focused  on  residential  lending 

because  those  are  the  only  loans  for  which  banks  are  permitted  to  collect  information 
about  race,  national  origin,  and  gender  of  the  applicant.  However,  I  am  also 
concerned  about  the  possibility  of  discrimination  because  of  race,  ethnicity  or  gender 
in  business,  particularly  small  business,  and  general  consumer  loans.  Although  our 
fair  lending  procedures  can  be  used  to  detect  patterns  of  lending  bias  based  on  the 
sex  and  age  of  the  borrower  in  most  forms  of  lending,  may  have  limited  utility  in 
detecting  other  types  of  impermissible  discriminations  -  especially  in  consumer  and 
commercial  loans.  I  have  directed  my  staff  to  explore  whether  the  legal  prohibition 
on  collecting  this  information  should  be  eliminated. 
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^         FEDERAL  DEPOSIT  INSURANCE  CORPORATION.  w«hi„9ton,  dc  20429 

OFFICE  OF  THE  CHAIRMAN 


December  7,  1993 


Honorable  Joseph  P.  Kennedy  II 

Chairman 

Subcommittee  on  Consumer  Credit 

and  Insurance 
Committee  on  Banking,  Finance 

and  Urban  Affairs 
House  of  Representatives 
Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

We  are  pleased  to  enclose  responses  to  the  questions 
posed  by  Representative  Roybal-Allard  following  our 
testimony  before  the  Subcommittee  on  October  21,  1993. 

If  you  have  further  questions,  please  let  us  know. 

Sincerely, 


Andrew  C .  Hove ,  Jr . 
Acting  Chairman 


Enclosure 


365 


Responses  to  Questions  Posed  by 
The  Honorable  Lucille  Roybal-Allard 


Q.l.   In  Los  Angeles  County,  dozens  of  bank,   breuiches  have 

closed  in  the  past  several  years.   Most  of  these  bank 
brauiches  were  located  in  working  class  cuid  minority 
communities.   However,  many  beuik  branches  continue  to 
originate  in  affluent,  non- ethnic  commiinities.   As  a 
result,  many  commvinity  activists  have  suggested  that 
bank  breuich  closures  of  solvent  institutions  should  be 
prohibited  in  underserved  areas.   They  also  argue  that 
branch  openings  by  beuiks  which  have  no  branches  in 
working  class  and  minority  communities  should  be 
denied. 

What  is  your  opinion  on  whether  beuik  branch  closure  in 
underserved  areas  should  be  subject  to  CRA  review?   Are 
the  regulatory  agencies  considering  this  idea?   Please 
explain. 

A.l.   Branch  closings  in  any  area  are  reviewed  during  a  CRA 
examination.   Branch  closures  in  underserved  areas  are 
of  particular  concern,  as  they  affect  the  ability  of 
the  institution  to  meet  the  convenience  and  needs  of 
lower  income  neighborhoods.   Currently,  each  institu- 
tion is  evaluated  on  twelve  "assessment  factors"  in 
the  CRA  regulation,  under  five  performance  categories. 
One  of  these  performance  categories  is  the  Geographic 
Distribution  and  Record  of  Opening  and  Closing  Offices. 
In  that  performance  category  is  an  assessment  factor 
that  requires  an  examiner  to  evaluate  the  institution's 
record  of  opening  and  closing  offices  and  providing 
services  at  offices.   The  need  for  branch  offices  in 
lower  income  and  underserved  areas  to  make  loans  and 
to  meet  basic  banking  needs  was  stressed  often  in 
testimony  at  the  recent  CRA  reform  hearings.  It  will 
continue  to  be  an  important  consideration  during  our 
discussions  on  CRA  reform. 

In  addition,  a  joint  policy  statement  by  the  federal 
financial  institution  regulatory  agencies  implementing 
a  provision  of  Federal  Deposit  Insurance  Corporation 
Improvement  Act  (FDICIA) ,  in  effect  since  September  21, 
1993,  requires  that  insured  depository  institutions 
give  notice  to  the  appropriate  federal  agency  of  any 
proposed  branch  closings  no  later  than  90  days  prior 
to  the  closing,  including  a  detailed  statement  of  the 
reasons  for  the  decision  and  statistical  information 
supporting  those  reasons.   Customers  of  the  branch  must 
be  notified  in  writing  90  days  before  the  closing.   A 
public  notice  must  be  posted  in  the  office  30  days 
prior  to  the  closing.   Finally,  an  institution  must 
adopt  an  internal,  written  policy  concerning  branch 
closings. 
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Q.2.   During  the  September  field  hearing  held  by  the  £our 
federal  bank  regulatory  agencies  In  Los  Angeles,  one 
community  group  representative  with  expertise  in  CRA 
matters  testified  that  banks  still  consider  their 
obligation  to  meet  the  needs  of  working  class  and 
minority  individuals  as  charity  work  rather  thsui  a 
business  responsibility.   As  proof,  this  witness  noted 
that  banks  often  hire  CRA  officers  who  are  pviblic 
relations  professionals,  or  have  joint  duties  with 
the  corporate  philanthropy  aspect  of  the  institution. 

Have  you  fovmd  this  to  be  the  case  in  the  institutions 
you  have  examined?   Please  comment. 

A. 2.   Institutions  should  view  lending  in  lower- income  areas 
and  minority  areas  not  as  charity  work  but  as  a  viable 
and  profitable  business  opportunity.   However,  the  fact 
that  some  CRA  officers  may  have  additional  responsibil- 
ities including  corporate  philanthropy  does  not 
necessarily  mean  that  the  institution  considers  lower 
income  investment  as  charity.   Anecdotal  evidence  may 
suggest  that  in  such  cases  the  institution  wants  to 
assure  that  community  activities  generating  lending  and 
investment  in  lower  income  areas  and  supporting  afford- 
able housing  and  small  business  development  become  a 
priority  recipient  of  limited  dollars. 

It  is  significant  that  when  we  evaluate  CRA  perfor- 
mance, we  do  not  evaluate  the  performance  of  one 
officer  or  one  type  of  activity  such  as  corporate 
contributions.   We  evaluate  the  full  extent  of 
management  participation,  including  the  board  of 
directors,  in  ascertaining  credit  needs,  developing 
loan  products  to  meet  those  needs,  marketing  them 
across  the  entire  community  including  lower  income 
areas,  monitoring  results  and  adjusting  plans  accord- 
ingly. 


### 
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U.  S.  Department  of  Justice 


Office  of  Legislative  Affairs 


OfSce  of  die  AkuUK  Anornejr  Gcwnl 


WoMhUxgum,  D.C.    2OS30 


December  23,  1993 


Honorable  Joseph  P.  Kennedy  II 

Chairman,  Subcommittee  on  Consumer  Credit 

and  Insurance 
Committee  on  Banking,  Finance 

and  Urban  Affairs 
U.S.  House  of  Representatives 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

This  responds  to  your  letter  dated  November  15,  1993,  to  the 
Associate  Attorney  General,  Webster  L.  Hubbell,  which  raised 
several  additional  questions  based  upon  the  Subcommittee  hearing 
on  October  21,  1993,  regarding  fair  lending  and  the  Community 
Reinvestment  Act.    Our  answers  to  your  numbered  questions  are 
set  forth  below. 


1)  Based  on  your  successful  prosecution  of  the  Decatur 
case,  how  can  banking  and  thrift  regulators  benefit  from  the 
efforts  of  the  Department  of  Justice? 

A.   The  Civil  Rights  Division  of  the  Department  of  Justice 
has  for  many  years  prosecuted  complex  civil  rights  cases  that 
require  extensive  document  review,  statistical  analysis,  and 
testimonial  evidence.   We  used  those  investigative  techniques  in 
developing  the  Decatur  case  and  have  shared  our  approach  with  the 
banking  and  thrift  regulators  at  numerous  meetings  and 
conferences.   We  have  emphasized  the  importance  of  multiple 
regression  analysis  based  on  data  from  a  large  number  of  loan 
files  where  the  focus  is  on  high  volume  lenders  like  Decatur. 
Without  such  analysis,  it  is  often  very  difficult  to  detect 
whether  an  institution's  loan  processors  and  underwriters  are 
treating  minority  applicants  differently  because  of  their  race  or 
national  origin.   In  the  past,  the  regulatory  agencies  have  tried 
to  detect  such  discrimination  through  a  manual  review  of  a  sample 
of  loan  files  and  rarely  found  sufficient  evidence  to  justify  a 
referral.   We  hope  that  record  will  improve  and  are  encouraged  by 
recent  statements  of  the  Comptroller  of  the  Currency  that  such 
analysis  will  be  undertaken  when  necessary  in  OCC  investigations. 
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We  also  learned  from  Decatur  that  lenders  can  avoid  doing 
business  in  minority  neighborhoods  through  their  marketing, 
advertising,  and  branching  strategies.   These  practices,  when 
correlated  with  neighborhood  racial  composition,  can  just  as 
effectively  "redline"  minority  borrowers  out  of  the  lender's 
market  as  the  more  overt  forms  of  redlining  do.   It  is  important 
that  the  regulators  carefully  examine  their  institutions  for 
these  practices.   The  extent  to  which  the  lessons  we  have  learned 
from  Decatur  have  taken  root  in  the  regulatory  compliance 
examination  process  will  best  be  judged  by  the  number  and  quality 
of  their  pattern  or  practice  referrals. 

2)  Based  on  your  involvement  with  the  bank  and  thrift 
regulatory  agencies,  should  the  Department  of  Justice  be  included 
in  routine  examinations  of  banks  and  thrifts? 

A.   No.   These  agencies  conduct  hundreds  of  routine  fair 
lending  compliance  reviews  each  year  which  makes  this  suggestion 
impractical.   We  have  proposed  that  the  regulatory  agencies  join 
us  in  investigations  of  certain  institutions  that  they  believe 
would  be  worthy  candidates  for  special  fair  lending  examinations, 
but  that  proposal  was  rejected. 

3)  As  you  know,  federal  law  now  requires  bank  and  thrift 
regulators  to  refer  suspected  violations  of  the  Equal  Credit 
Opportunity  Act  to  the  Justice  Department.   Since  enactment  of 
that  change,  how  many  cases  have  been  referred  from  each 
regulatory  agency?  Of  these  referrals,  how  many  include  possible 
findings  of  discrimination  based  on  race  or  ethnicity?   How  do 
these  numbers  differ  from  the  volume  and  nature  of  referrals  made 
prior  to  the  above-mentioned  change  in  law?   In  general,  do  you 
believe  that  the  quality  of  referrals  has  increased,  decreased, 
or  remained  the  same?   Please  provide  specific  details. 

A.   We  have  received  the  following  referrals  from  the 
regulatory  agencies  since  the  1991  amendments  to  the  ECOA 
mandating  such  referrals. 

Federal  Reserve  Board 

We  have  received  one  referral  from  the  Federal  Reserve 
Board.   The  referral  involved  possible  mortgage  lending 
discrimination  on  the  basis  of  race  and  ethnicity  by  the  Shawmut 
Mortgage  Company  and  was  based  on  the  Boston  Federal  Reserve 
study.   On  December  13,  1993,  we  filed  a  complaint  against  the 
mortgage  company  under  the  Fair  Housing  Act  and  the  ECOA  alleging 
a  pattern  or  practice  of  discrimination  against  black  and 
Hispanic  mortgage  loan  applicants.   On  the  same  day,  the  district 
court  in  Hartford,  Connecticut  approved  a  consent  decree 
resolving  our  claims  against  company.   The  decree  includes  an 
injunction  against  future  discrimination  and  an  initial  fund  of 
$960,000  to  compensate  victims  of  the  alleged  discriminatory 
practices  who  were  denied  loans  during  the  period  January  1990 
through  October  1992 .   The  victims  are  to  be  identified  under 
procedures  established  by  the  consent  decree,  with  each  victim 
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receiving  a  minimum  of  $10,000.   The  company  has  agreed  to 
increase  the  compensation  fund,  if  necessary,  to  ensure  payment 
to  all  of  the  identified  victims. 

Office  of  Thrift  Supervision 

We  have  received  one  referral  from  the  Office  of  Thrift 
Supervision  (OTS) .   This  referral  involved  possible 
discrimination  on  the  basis  of  race,  national  origin,  and/or  age. 
On  November  18,  1993,  we  informed  the  OTS  that  we  were  returning 
the  referral  because  the  institution  had  relinquished  its  thrift 
charter,  ceased  all  lending  operations,  and  was  not  acquired  by 
another  lending  institution.   There  were  also  no  identifiable 
victims  of  alleged  discrimination. 

Federal  Deposit  Insurance  Corporation 

We  have  received  ten  referrals  from  the  FDIC.   Three  of 
those  referrals,  which  we  received  in  November  1992,  involved 
possible  discrimination  on  the  basis  of  race  or  national  origin 
by  three  relatively  small  banks  that  operate  in  mostly  white 
areas  in  a  Northeastern  state.   We  returned  those  referrals  to 
the  agency  for  further  review  after  finding  insufficient  evidence 
to  warrant  the  commencement  of  a  pattern  or  practice 
investigation  by  our  Department.   The  other  seven  referrals 
involved  possible  discrimination  on  the  basis  of  age,  sex,  and/or 
receipt  of  public  assistance.   We  received  those  referrals  in 
July  1993,  and  they  contained  no  factual  information  that  would 
explain  the  basis  for  the  referral.   On  August  17,  1993,  we  asked 
the  agency  to  provide  that  information  to  us. 

Office  of  the  Comptroller  of  the  Currency 

We  have  received  four  referrals  from  the  OCC.   One  of  those 
referrals  involves  possible  discrimination  on  the  basis  of  race 
and  concerns  the  terms  and  interest  rates  charged  by  the  lender 
for  home  improvement  loans.   This  referral  was  well  investigated 
by  the  OCC  and  is  currently  under  review  by  the  Department.   In 
July  1993  we  received  referrals  of  three  institutions  that  the 
OCC  believed  may  have  engaged  in  a  pattern  or  practice  of 
discrimination  on  the  basis  of  age,  sex,  and/or  marital  status  in 
the  provision  of  short-term  installment  loans  or  credit  card 
offerings.   All  three  had  been  well  investigated  and  we 
determined  that  they  could  best  be  handled  administratively. 

According  to  records  still  maintained  by  the  Department,  we 
received  only  one  referral  from  any  of  the  bank  or  thrift 
regulatory  agencies  prior  to  the  1991  amendments  to  the  ECOA. 
That  referral  was  made  by  the  OCC  in  May  1990  and  involved 
possible  discrimination  on  the  basis  of  race,  national  origin, 
and  handicap  in  the  bank's  advertising  for  condominium  units  in 
Montana.   We  closed  the  investigation  after  learning  that  the 
bank  had  ceased  the  allegedly  discriminatory  advertising  several 
years  prior  to  the  referral. 
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In  sum,  we  believe  that  the  number  and  quality  of  referrals 
from  the  OCC  has  increased  noticeably. 

Finally,  since  the  Subcommittee  hearing,  staff  in  our  Civil 
Rights  Division  have  met  with  representatives  of  the  Federal 
Reserve  Board,  GTS,  and  the  FDIC  to  improve  coordination  with 
those  agencies  in  our  fair  lending  enforcement  efforts  and  to 
explain  the  factual  information  that  should  be  developed  to 
support  a  referral.   We  expect  to  continue  these  discussions  and 
are  hopeful  that  they  will  result  in  an  increase  in  both  the 
number  and  quality  of  pattern  or  practice  lending  discrimination 
referrals. 

4)   In  your  October  21,  1993,  testimony  before  the 
Subcommittee,  you  stated  that  the  Justice  Department  has  sought 
"permission"  to  obtain  bank  and  thrift  lending  records.   Why  does 
the  Department  believe  it  needs  the  permission  of  institutions  to 
investigate  possible  discrimination  by  them?   Does  the  Department 
believe  it  has  the  authority  to  obtain  subpoenas  to  gain  access 
to  records?   If  so,  why  wouldn't  the  Department  rely  on  that 
authority,  rather  than  the  permission  of  lending  institutions? 

A.   The  Department  has  no  authority  under  the  Fair  Housing 
Act  or  the  Equal  Credit  Opportunity  Act  to  compel  lenders  to 
produce  information  or  to  cooperate  in  a  pattern  or  practice 
investigation . 

We  appreciate  the  opportunity  to  respond  to  your  questions 
in  this  important  area  of  civil  rights  enforcement. 

Sincerely, 


{) 


Sheila  F.  Anthony 
Assistant  Attorney  General 
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